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INTRODUCTION 

The  Standing  Committee  on  Finance  and  Economic  Affairs  is  pleased  to  present 
its  recommendations  and  comments  concerning  the  economic  and  fiscal  priorities 
for  the  1994  Ontario  budget. 

The  Committee’s  pre-budget  hearings  took  place  from  January  19  to  February  1, 
1994.  As  in  previous  years,  presenters  from  banks,  consulting  firms  and  other 
expert  organizations,  as  well  as  the  provincial  Minister  of  Finance  and  his  staff, 
were  invited  to  provide  economic  projections  for  the  province  over  both  the  short 
and  the  long-term.  Submissions  were  also  received  from  the  province’s  principal 
transfer  recipients,  the  MUSH  sector  (municipalities,  universities,  community 
colleges,  schools,  and  hospitals).  Representatives  of  more  than  40  public  and 
private  sector  organizations  appeared  during  these  sessions  as  well. 

This  year’s  consultation  was  held  a  month  after  the  release  of  the  Fair  Tax 
Commission’s  report.  Fair  Taxation  in  a  Changing  World.  Presenters  were  asked 
to  comment  on  the  more  than  100  recommendations  contained  within  that  report. 

The  Committee  would  like  to  thank  those  groups  and  individuals  who  participated 
in  this  year’s  consultation  process.  Their  thoughtful  contributions  provided  unique 
perspectives  on  the  province’s  economic  and  fiscal  priorities  for  1994. 
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ECONOMIC  SUMMARIES  AND  FORECASTS 

The  forecasts  presented  during  the  1994  pre-budget  consultation  by  the  Ministry  of 
Finance  and  private  sector  representatives  were  cautiously  optimistic  and  unusually 
consistent.  Little  time  was  spent  on  reviewing  the  past  year;  attention  was 
focussed  on  the  future.  Unformnately,  some  of  that  future’s  brighmess  will  be 
dimmed  by  continuing  high  unemployment,  provincial  revenue  shortfalls,  and 
public  sector  deficits  and  debt. 

The  Past  Year 

One  forecaster  who  did  discuss  the  past  year  was  the  Toronto  Dominion  Bank 
(TD).  The  TD’s  review  provided  the  Committee  with  a  context  for  optimism 
about  the  future.^ 

The  province  experienced  moderate  growth  in  1993,  the  TD’s  estimate  being 
2.5%.  (This  is  weaker  than  the  3.2%  which  appeared  in  last  year’s  forecast.) 
Consumers  remained  cautious  as  evidenced  by  below-average  growth  in  provincial 
retail  sales.  A  decline  in  housing  starts  was  attributed  to  fewer  socially-assisted 
units  and  a  slight  decrease  in  private  units. 

On  the  positive  side,  Ontario’s  manufacturing  shipments  rose  in  the  first  10 
months  of  1993  by  almost  9%,  in  nominal  terms,  to  approximately  $135  billion. 
This  growth  was  widespread  and  complimented  by  an  increase  in  exports  of 
almost  16%  in  the  first  three  quarters  of  the  year.  Export  growth  was  double¬ 
digit  in  automobiles  and  electrical  machinery.  National  manufacturing 
productivity  rose  as  well.  Real  output  per  worker  grew  by  3.9%.  (It  had 
increased  by  4.5%  in  1992.) 


^The  Conference  Board  of  Canada  completed  consumer  and  business  confidence  surveys  just 
prior  to  its  appearance  before  the  Committee.  Consumer  confidence  rose  in  the  fourth  quarter  of 
1993  in  Canada,  most  particularly  in  Ontario.  Business  confidence  had  also  increased  in  the  fourth 
quarter. 
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According  to  the  TD,  64,000  net  new  jobs  were  created  between  December  1992 
and  December  1993.  (The  Ministry  of  Finance  reported  that  79,000  net  new  jobs 
were  created  in  1993.)  Most  of  these  positions  were  in  business  and  personal 
services  industries,  and  wholesale  and  retail  trade.  The  TD  pointed  out  that  there 
had  been  a  structural  change  in  Canadian  employment  between  1989  and  1993;  the 
number  and  proportion  of  self-employed  workers  grew. 

The  Minister  of  Finance  spoke  of  infrastructure  investments,  economic 
development  actions,  and  education  and  training  initiatives  that  the  government 
had  participated  in  with  the  private  sector  over  the  past  year.  He  also  referred  to 
the  province’s  improving  competitive  position  and  the  tri-partite  infrastructure 
program,  and  provided  progress  reports  on  the  Expenditure  Control  Plan  and  the 
Social  Contract. 

An  issue  of  concern  to  the  Minister  and  to  Members  of  the  Committee  was  the 
$880  billion  negative  in-year  change  in  provincial  revenues  from  the  1993  budget 
to  the  current  outlook.  The  Minister  attributed  virtually  all  of  the  revenue 
revisions  to  taxes.  Projected  personal  income  tax  (PIT)  fell  from  $14.3  billion  in 
the  budget  to  $13.9  billion  in  the  second  quarter  finances.  Updated  information 
provided  by  the  federal  government  indicated  that  the  1992  PIT  was  weaker  than 
expected,  lowering  the  base  for  growth  in  1993/94. 

The  budget  had  anticipated  a  decline  in  tobacco  tax  revenues,  but  the  decline  that 
appeared  in  the  second  quarter  finances  ($70  million)  was  larger  than  expected.  It 
was  attributed  to  smuggling.  Lower  corporations  tax  revenues  were  said  to  reflect 
higher  than  anticipated  refunds  resulting  from  losses  in  previous  years.  Other 
wimesses  suggested  a  number  of  causes  for  the  declines,  among  them  the 
underground  economy,  inflation  (or  the  lack  of  it),  and  low  annual  wage 


mcreases. 
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Deficits  and  Debts 

Federal  and  provincial  deficits  and  debt,  a  common  theme  in  last  year’s 
presentations,  were  much  discussed  by  forecasters  and  Members  again. 

The  1993  provincial  budget  projected  a  $9.2  billion  deficit  for  the  fiscal  year 
1993/94.  The  current  outlook,  as  presented  by  the  Minister  of  Finance,  is  for  a 
deficit  of  $9.5  billion.  Figures  provided  by  the  TD  showed  the  1993  federal 
budget’s  projected  1993/94  deficit  to  be  $32.6  billion.  The  revised  1993/94 
deficit  is  in  the  $44  to  $46  billion  range.  Using  the  revised  figures,  the  TD 
indicated  that  the  federal  deficit  had  risen  as  a  percentage  of  gross  domestic 
product  (GDP)  from  1992/93  to  1993/94;  the  province’s  fell  as  a  percentage  of 
GDP  over  the  same  period  of  time.  Debt  as  a  percentage  of  GDP  rose  in  both 
jurisdictions  from  1992/93  to  1993/94. 

According  to  Nomura  Canada,  both  levels  of  deficit  probably  peaked  in  1993/94. 
However,  the  decline  in  both  will  be  disappointingly  slow.  Government  (federal, 
provincial  and  municipal)  debt  as  a  percentage  of  GDP  will  begin  to  flatten  in 
1995  but  rise  toward  the  end  of  1998. 

The  Committee  was  told  that  concerns  about  the  levels  of  deficit  and  debt  remain. 
The  Canadian  Imperial  Bank  of  Commerce  (CIBC)  said  that  markets  have  been 
very  understanding  because  governments  around  the  world  had  been  having  the 
same  experiences.  It  went  on  to  say  that  it  doubted  the  markets  would  remain 
tolerant  if  they  did  not  see  a  dedicated  plan  for  deficit  reduction  in  the  near  future. 
The  Royal  Bank  told  the  Committee  that  governments’  extended  borrowing  had 
put  them  at  the  point  where  if  action  were  not  taken  soon,  more  dramatic  cuts  will 
be  imposed  through  the  financial  markets  or  externally. 

Wimesses  did  recognize  that  governments  were  facing  difficulties  in  dealing  with 
deficits  and  debt.  Some  of  the  problems  identified  were  low  inflation,  small  wage 
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increases,  continued  consumer  caution,  and  the  underground  economy,  all  of 
which  are  having  an  adverse  effect  on  revenues. 

Several  solutions  were  put  forward.  The  TD  and  the  Conference  Board  of  Canada 
(CBOC)  both  said  that  there  was  a  need  for  cooperation  between  the  federal  and 
provincial  governments.  Informetrica  expressed  the  hope  that  there  would  be 
healthier  discussions  between  the  two  levels  of  government,  after  a  period  of 
operating  at  cross-purposes.  Other  suggestions  included  a  balance  of  monetary 
and  fiscal  policies,  cutting  or  freezing  government  expenditures,  more  cooperation 
from  the  public,  and  more  clearly  defining  the  legitimate  roles  of  government. 

Members  of  the  Committee  asked  forecasters  for  their  views  on  the  speed  with 
which  governments  should  attempt  to  reduce  their  deficits.  In  the  opinion  of  the 
CBOC,  if  reducing  deficits  could  cause  growth,  there  would  never  be  a  deficit.  If 
done  too  quickly,  it  could  have  a  dramatic  effect  on  consumers’  confidence  and 
incomes.  The  Royal  Bank  agreed  that  there  could  be  damage  if  the  reduction 
process  was  mistimed.  If  there  was  room  to  manoeuvre,  a  case  could  be  made  to 
continue  to  run  deficits.  However,  observers  would  be  hard  pressed  to  find 
another  country  with  high  levels  of  debt  and  deficit  that  followed  that  route 
without  having  a  debt  crisis. 

The  Future 

Forecasting  organizations  provided  short  and  long-term  economic  projections  for 
Ontario.  Those  for  a  selected  number  of  variables  are  found  in  Table  1.  This 
table  also  includes  projections  for  1994  to  1997  made  by  the  Ministry  of  Finance 
in  the  document  Ontario  Economic  Outlook,  released  in  November  1993.  The 
Committee  recognizes  that  there  is  considerable  consistency  this  year  in  the 
projections  made  by  the  Ministry  of  Finance  and  private  sector  organizations. 


ECONOMIC  PROJECTIONS  FOR  ONTARIO: 
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Forecast,  last  updated  31  January  1994. 
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Real  growth  projections  for  1994  fell  between  3.1%  and  4.6%.  Further 
improvement  is  expected  over  time.  (DRI/McGraw-Hill  described  1994  as  a 
transition  year.)  Ontario’s  growth  will  lead  that  of  the  other  provinces  this  year. 
Exports,  particularly  automobiles  and  auto  parts,  and  business  investment, 
particularly  in  machinery  and  equipment,  were  identified  as  the  engines  for 
growth.  The  domestic  situation  was  described  as  "struggling."  Continued 
restraint  is  expected  to  prevent  governments  from  making  much  if  any 
contribution  to  economic  growth. 

In  terms  of  employment,  Informetrica  projected  a  2.6%  growth  in  1994;  others 
predicted  between  1.4%  and  1.9%.  Unemployment  will  continue  to  be  high, 
anywhere  from  9.9%  to  10.6%  in  1994,  with  a  slow  decline  in  the  following 
years.  Productivity  gains  were  said  to  have  the  potential  to  be  so  large  that  output 
could  be  raised  without  normal  increases  in  employment.  New  labour-saving 
technologies  and  faster  growth  in  the  labour  force  have  both  worked  against  short¬ 
term  improvement  in  employment  and  unemployment.  According  to  Nomura 
Canada,  the  tri-partite  infrastructure  program  will  have  a  negligible  impact  on  jobs 
after  the  effects  of  spending  cuts,  and  increases  in  pension  payments  and 
unemployment  insurance  premiums  have  been  felt. 

Inflation  is  expected  to  remain  low  in  1994  (anywhere  from  1.7%  to  2.3%),  as  are 
interest  and  mortgage  rates.  The  Canadian  dollar  is  expected  to  remain  low  in 
relation  to  that  of  the  United  States.  The  TD  thought  the  dollar  could  weaken 
somewhat  during  1994  and  strengthen  in  the  latter  part  of  the  year.  Nomura 
Canada  felt  that  any  tendency  for  the  currency  to  improve  would  be  used  to  lower 
interest  rates. 

Projections  for  housing  starts  were  subject  to  the  greatest  variation  in  both  the 
short  and  the  long-term,  with  the  Ministry  of  Finance’s  estimate  the  lowest  for 
1994.  The  TD  felt  that  recovery  will  be  centred  in  the  private  as  opposed  to  the 
public  sector.  Activity  in  the  long-term  will  not  approach  the  levels  of  the  late 
1980s.  The  first-time  home  buyer  group  is  expected  to  shrink  in  size. 
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A  number  of  factors  were  thought  to  affect  the  validity  of  these  projections. 
Consumers  will  continue  to  be  cautious  due  to  low  income  prospects,  low 
employment  growth,  difficulties  in  finding  a  job,  and  retirement  planning.  The 
outcome  of  the  upcoming  Quebec  election  could  have  national  and  international 
repercussions.  Current  federal-provincial  transfer  agreements  expire  this  year. 

The  federal  budget  and  its  deficit  reduction  package  will  have  an  impact  on  the 
provinces  and  their  plans.  Finally,  the  future  of  the  goods  and  services  tax  (GST) 
may  come  under  discussion. 

The  Committee  recommends: 

1.  The  provincial  economy  appears  to  be  entering  a  period  of 

growth,  however,  controlling  the  deficit  and  job  creation  should 
continue  to  be  priorities  for  the  government. 


ECONOMIC  AND  FISCAL  POLICIES 

As  in  previous  years,  the  presentations  made  by  banks,  consulting  firms  and  the 
Minister  of  Finance  provided  the  Committee  with  a  context  in  which  to  better 
appreciate  the  submissions  of  other  witnesses.  Not  unexpectedly,  the  economic 
and  fiscal  policies  of  the  provincial  government  elicited  considerable  response. 

The  Committee  heard  that  government  programs  and  operations  were  in  need  of 
review  and  structural  reform.  Costs  should  be  reduced  through  consolidation  of 
services  or  decentralization.  Further  reduction  could  be  incurred  with  the 
elimination  of  trade  barriers,  and  multiple  layers  of  legislation  and  regulation. 

Strong  support  was  expressed  for  the  new  Crown  corporations  created  last  year 
(e.g.,  the  Transportation  Capital  Corporation  and  the  Realty  Corporation).  The 
tri-partite  infrastructure  program  received  qualified  support.  The  Committee  was 
told  that  the  program  should  be  funded  out  of  existing  revenue  sources.  New 
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taxes  should  not  be  introduced  or  existing  taxes  increased  to  provide  the  necessary 
capital. 

Witnesses  from  the  private  sector  called  for  reform  and  review  of  the  Workers’ 
Compensation  Board  (WCB).  Specific  concerns  were  the  WCB’s  unfunded 
liability  and  possible  expanded  coverage  to  currently  exempt  industries.  An 
unrelated  recommendation  from  small  business  representatives  called  for  the 
elimination  of  administered  subsidy  programs  and  competition  from  the 
government  and  government  agencies  in  the  commercial  sector. 

Job  creation  and  employment  were  on  the  minds  of  a  number  of  presenters.  Some 
called  upon  the  government  to  establish  a  full-employment  strategy  that  included  a 
concerted  job-creation  effort.  Members  of  the  business  community  felt  that  the 
government  should  work  with  them  to  build  a  climate  that  would  create  jobs  and 
assist  in  the  reduction  of  the  deficit. 

Last  year’s  Committee  report  discussed  two  issues  that  had  emerged  as  themes 
during  the  hearings:  the  government’s  budgetary  procedures  and  taxation.  Both 
generated  a  sizeable  number  of  comments  this  year  as  well. 

Budgetary  Procedures 

Government  deficit  and  debt  continued  to  be  concerns  for  forecasters  and  many 
other  witnesses.  It  was  recommended  that  the  provincial  government  legislate 
spending  limits,  set  goals  for  reducing  the  deficit  and  develop  a  timeframe  for 
achieving  a  balanced  budget.  Expenditure  reductions  were  identified  as  the  only 
area  in  which  a  real  impact  on  deficit  and  debt  could  be  achieved. 

Reporting  and  disclosure  were  the  subjects  of  presentations  made  during  last 
year’s  consultation  process.  At  that  time,  it  was  recommended  that  the  province 
move  from  a  cash-based  accounting  method  to  one  that  was  accrual-based. 
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Members  of  the  Committee  noted  that  this  issue  resurfaced  in  the  latter  part  of 
1993. 

In  his  audit  of  the  1992/93  provincial  public  accounts,  the  Provincial  Auditor 
qualified  his  opinion  of  the  province’s  financial  statements.  He  was  concerned 
about  the  deferral  of  required  contributions  to  the  Teachers’  Pension  Plan  and  the 
Public  Service  Pension  Plan  for  the  March  31,  1993,  fiscal  year.  While  the 
deferral  was  permitted  under  modified  cash  accounting,  the  Auditor  felt  it  was 
significant  enough  that  the  province’s  financial  statements  did  not  fairly  present 
expenditures  for  that  fiscal  year.  He  recommended  that  during  the  1993/94  fiscal 
year  the  government  base  its  fmancial  statements  on  the  recommendations  of  the 
Public  Sector  Accounting  and  Auditing  Board  (PSAAB)  of  the  Canadian  Institute 
of  Chartered  Accountants.  (His  audit  of  the  1993/94  statements  will  be  based  on 
those  recommendations.)  The  recommendations  considered  to  have  the  most 
significant  impact  included  "reflecting  revenues  and  expenditures  on  an  accrual 
basis  of  accounting,  including  the  value  of  pension  benefits  earned  by  employees" 
and  "the  inclusion  of  all  organizations  owned  or  operated  by  the  government."^ 

The  Minister  of  Finance  responded  to  the  Auditor’s  recommendations  in  October 
1993.  He  agreed  that  government  accounting  practices  could  be  revised  to  reflect 
advances  in  public  sector  accounting  practices.  Implementation  of  the  PSAAB 
recommendations  represented  a  major  shift  m  established  practices  and  would  be 
time-consuming  and  challenging.  Ministry  staff  would  analyze  and  evaluate  the 
impact  of  implementation  for  the  year  ending  March  31,  1994,  and  strive  to 
introduce  change  in  that  fiscal  year.^ 

The  change  in  reporting  methodology  was  raised  during  the  Ministry  of  Finance’s 
appearance  during  this  year’s  pre-budget  consultation.  Ministry  officials  were 


^  Ontario,  Ministry  of  Finance,  1992-93  Public  Accounts  of  Ontario,  vol.  I  (Toronto:  Queen’s 
Printer,  1993),  p.  1-12. 

^  Ontario,  Office  of  the  Provincial  Auditor,  1993  Annual  Report  of  the  Office  of  the  Provincial 
Auditor  (Toronto:  The  Office,  1993),  p.  4. 
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asked  for  assurances  that  the  Auditor’s  recommendations  would  be  acted  upon 
within  the  recommended  time  frame.  Committee  members  were  told  that  the 
1993/94  public  accounts  but  not  the  1994  budget  would  be  reported  using  the 
accrual  system. 

The  Committee  recommends: 

2.  The  province’s  financial  statements  should  be  presented  in  as 
clear  and  complete  a  manner  as  quickly  as  possible. 


Taxation 

Witnesses  were  asked  to  respond  to  the  recommendations  found  in  the  report  of 
the  Fair  Tax  Commission  (FTC),  Fair  Taxation  in  a  Changing  World.  A  large 
number  did,  some  to  the  exclusion  of  other  pre-budget  issues,  and  their  comments 
are  discussed  in  the  final  section  of  this  report.  Despite  this  interest  in  the 
Commission’s  work,  a  number  of  presenters  had  recommendations  of  a  less 
specific  nature. 

Tax  increases  were  not  supported  by  some  witnesses.  Others  described  the  "total 
tax  burden"  as  a  disincentive  to  investment  and  a  barrier  to  the  entry  of  new 
businesses.  The  government  was  advised  to  consider  taxation  levels  in  light  of 
today’s  global  market.  The  Committee  heard  that  there  should  be  a  review  of 
provincial  taxation  and  regulatory  policies  which  hinder  growth.  Recognition 
should  also  be  given  to  the  mobility  of  consumer  spending  when  new  policies  are 
being  developed. 

The  government  introduced  a  corporate  minimum  tax  (CMT)  with  first  reading  of 
Bill  133,  the  Corporations  Tax  Amendment  Act,  1993,  on  December  8,  1993.  The 
prospect  of  a  CMT  evoked  mixed  reactions  from  wimesses.  Those  from  the 
private  sector  were  opposed,  felt  it  would  add  to  their  "compliance  burden"  or 
asked  that  certain  provisions  parallel  those  found  within  income  tax  procedures. 
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The  Ontario  Secondary  School  Teachers’  Federation  supported  the  tax  and  the 
closure  of  corporate  tax  loopholes. 

SECTORAL  ISSUES 

The  divergent  sectors  of  Ontario’s  economy  were  well  represented  at  this  year’s 
pre-budget  consultation.  Witnesses  brought  Members  up-to-date  on  developments 
in  their  respective  spheres  of  activity  and  commented  on  what  could  be  considered 
for  inclusion  in  the  up-coming  provincial  budget. 

Agriculture 

The  Ontario  Federation  of  Agriculture  (OFA)  used  the  tentative  agreement  reached 
at  the  General  Agreement  on  Tariffs  and  Trade  (GATT)  in  December  1993  as  the 
context  for  its  presentation.  It  felt  that  the  provincial  government  could  help  the 
industry  respond  to  the  opportunities  created  by  the  new  trading  environment  and 
help  farmers  deal  with  the  inevitable  adjustments. 

Among  the  recommendations  made  by  the  OFA  was  the  introduction  of  an 
investment  tax  credit  on  eligible  machinery,  equipment  and  building  materials.  It 
went  on  to  call  for  the  establishment  of  a  combination  grant/loan  program  to  assist 
farmers  in  making  improvements  that  would  benefit  the  environment.  References 
were  also  made  to  reductions  in  tobacco  taxation,  research  to  develop  an  effective 
vaccination  to  control  raccoon  rabies,  and  preferential  tax  treatment  for 
ethanol-blended  gasolines. 

Beverage  Alcohol  and  Food  Service 

Ontario’s  legal  distilled  spirits  industry  employs  approximately  9,000  people  and 
has  an  economic  impact  of  about  $800  million  per  year.  According  to  the 
Association  of  Canadian  Distillers  (ACD),  the  industry  has  had  to  face  a  growing 
number  of  challenges  in  recent  years.  Sales  and  consumption  of  legal  product 
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have  been  declining  since  the  early  1980s.  Federal  and  provincial  taxation  levels 
are  considered  high  and  unfair.  The  illegal  sale  of  spirits  in  the  underground 
economy  poses  a  growing  threat.  To  meet  these  challenges,  the  ACD  asked  that 
the  Liquor  Control  Board  of  Ontario’s  $9  mark-up  on  a  750  ml  bottle  of  spirits  be 
lowered  by  $4. 

The  food  service  industry  was  represented  by  the  Ontario  Restaurant  Association 
(ORA).  This  sector  represents  3.8%  of  provincial  GDP  and  6.7%  of  total 
employment.  While  the  ORA  made  a  number  of  comments  with  respect  to  the 
FTC’s  recommendations,  it  also  spoke  to  specific  industry  concerns.  The  health 
of  the  industry  could  be  improved  with  the  introduction  of  video  lottery  terminals 
in  licensed  establishments  and  the  extension  of  the  hours  of  operation  of  those 
establishments.  Other  suggestions  included  an  increase  in  the  corporate  deduction 
for  business  meals,  and  wholesale  pricing  for  beverage  alcohol  sold  to  the 
hospitality  industry. 

Construction 

The  Council  of  Ontario  Construction  Associations  (COCA)  represents  49  local 
mixed,  prime  constructor/builder  and  trade  associations  across  the  province.  The 
decline  in  construction  activity  between  1989  and  1993  has  resulted  in  low  profits, 
high  unemployment  and  near  record  numbers  of  bankruptcies.  COCA  felt  that 
recovery  would  be  assured  if  the  government  met  its  commitments  on  building 
infrastructure  and  reducing  unemployment. 

The  year  1993  was  described  by  the  Ontario  Home  Builders’  Association  (OHBA) 
as  the  worst  its  industry  has  experienced  since  the  recession  of  the  early  1980s. 
The  OHBA  told  the  Committee  that  consumers  are  very  sensitive  at  present  and 
nothing  should  be  done  to  reduce  their  buying  power.  A  modest  recovery  is 
expected  in  1994  and  a  key  factor  in  that  recovery  is  the  availability  of  serviced 
lots.  Government  regulations  and  approval  processes  were  seen  as  constraints  on 
that  availability. 
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Culture 

The  Ontario  Arts  Council  (OAC)  is  an  agency  of  the  provincial  government.  It 
provides  funding  to  individuals  and  organizations  representing  a  wide  range  of 
artistic  endeavours.  This  investment  generates  economic  activity,  creates  jobs, 
and  provides  education  and  stimulation.  The  OAC’s  single  request  was  that  its 
base  budget  be  increased  by  $3,973,000  in  1994/95. 

Manufacturing 

Ontario’s  manufacturing  sector  is  expected  to  outperform  the  rest  of  the  economy 
in  1994,  as  it  did  in  1993.  According  to  the  Canadian  Manufacturers’  Association 
(CMA),  shipments  rose  by  8.5%  and  production  increased  by  approximately  5% 
in  1993.  Exports  will  continue  to  drive  the  sector’s  recovery,  as  domestic 
(consumer  and  business)  demand  remains  depressed  due  to  cash  pressures. 

The  CMA  told  Members  that  long-term  success  depends  on  manufacturers  and 
governments  working  together.  Governments  should  encourage  innovation, 
entrepreneurship,  productive  investment,  and  industrial  growth.  To  meet  these 
demands,  the  provincial  government  should  reintroduce  the  current  cost 
adjustment  (OCCA)  and  broaden  the  research  and  development  (R&D)  exemption 
provided  for  in  the  Retail  Sales  Tax  Act.  The  province’s  competitive  position 
could  be  improved  by  making  capital  tax  creditable  against  corporate  income  tax. 
If  the  province  wishes  to  continue  on  the  leading  edge  of  scientific  research  and 
experimental  development,  it  should  ensure  the  R&D  Super  Allowance  is  not 
taxed  by  the  federal  government. 


Motor  Vehicles 

The  Motor  Vehicle  Manufacturers’  Association  (MVMA)  told  the  Committee  that 
North  American  motor  vehicle  sales  increased  in  1992  and  that  the  United  States 
market  is  expected  to  grow  this  year.  The  industry’s  recovery  has  been  slower  in 
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Canada,  but  growth  in  the  US  is  positive  news  as  approximately  90%  of  Canadian 
production  is  exported  to  that  country.  Good  Canadian  sales  are,  however, 
considered  necessary  to  justify  significant  domestic  investment.  That  investment 
accounts  for  60,000  jobs  in  motor  vehicles  assembly  in  Ontario  and  another 
65,000  in  parts  production,  amounting  to  7%  of  national  GDP.  The  MVMA  said 
that  caution  on  the  part  of  Ontario  consumers  is  justified  by  the  level  of  national 
public  debt  and  unrestrained  public  expenditures.  Expected  export-  generated 
growth  should  be  seen  as  an  opportunity  to  reduce  the  deficit. 

The  MVMA  made  a  series  of  recommendations  relevant  to  its  industry.  The 
government  was  urged  to  reintroduce  the  OCCA,  modify  the  existing  Tax  for  Fuel 
Consumption  program  and  implement  a  mandated  vehicle  emissions  inspection  and 
maintenance  program.  The  MVMA  also  recommended  the  implementation  of  a 
tailpipe  emissions  premium,  and  expressed  concerns  about  manufacturers’  rebates 
and  the  RST. 

Resource-Based  Industries 

Weak  markets  for  most  products  and  continuing  fmancial  losses  seem  to 
characterize  the  state  of  Ontario’s  forest  industry.  This  was  apparent  in  figures 
presented  by  the  Ontario  Forest  Industries  Association  (OFIA).  Between  1989  and 
1992,  the  primary  forestry  industry  faced  declining  earnings  which  became  losses, 
falling  capital  expenditures,  a  debt/equity  ratio  that  went  from  .45  to  1,  to  1  to  1, 
and  a  16%  drop  in  employment. 

Despite  the  pessimistic  outlook,  the  OFIA  saw  opportunities  in  working  more 
closely  with  government.  It  described  a  new  industry-government  partnership 
with  the  Ministry  of  Natural  Resources.  The  hope  is  that  this  process  will  develop 
improved  revenue  mechanisms,  decrease  wood  costs  and  see  the  industry  take  on 
more  responsibility  for  developing  and  funding  forest  management  programs. 
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The  Ontario  Mining  Association  (OMA)  noted  that  while  world  demand  for 
minerals  is  increasing,  Canada’s  share  of  supply  is  declining  and  investment 
capital  is  leaving  the  country.  Canada  has  the  workforce,  the  resources  and  the 
infrastructure,  but  the  economic  and  policy  framework  in  place  at  this  time  does 
not  encourage  investment  to  remain.  The  high  cost  of  doing  business,  regulatory 
duplication,  and  uncertainty  and  delay  in  environmental  assessment  and  approvals 
processes  were  seen  as  some  of  the  deterrents  to  exploration  and  development. 

A  10-point  plan  for  government- industry  action  prepared  by  the  Canadian  Mineral 
Industry  Foundation  was  presented  by  the  OMA.  Among  the  five  government 
actions  were  changes  in  appropriate  tax  legislation,  establishing  processes  for  land 
use  planning  and  streamlining  federal  and  provincial  environmental  regulations. 

Retail 

The  direct  membership  of  the  Retail  Council  of  Canada  represents  approximately 
60%  of  the  nation’s  retail  trade;  affiliates  add  to  that  amount.  The  RCC  described 
1993  as  a  better  year  than  the  three  preceding.  Structural  change  continued,  but 
general  economic  activity  improved  and  consumer  demand  was  strengthened.  A 
noticeable  trend  was  an  increase  in  capital  investment,  which  led  to  reduced  labour 
costs  rather  than  expanded  capacity. 

This  year  will  improve  slowly  and  unevenly,  but  RCC  members  remain  cautious. 
The  Committee  was  told  that  increased  taxes  would  have  a  negative  impact  and 
drive  more  people  into  the  underground  economy.  The  highest  priority  for  the 
RCC  is  federal  and  provincial  commodity  tax  harmonization.  Other  concerns 
related  to  government  fiscal  policies  included  high  employment-related  taxes  and 
the  rates  of  property  taxes  levied  on  retail  properties. 
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Trucking 

The  Ontario  Trucking  Association  (OTA)  provided  the  Committee  with  the  results 
of  a  recent  sectoral  analysis  undertaken  by  Deloitte,  Touche  and  Braxton 
Associates.  That  study  concluded  that  trucking  was  central  to  economic  renewal. 

It  is  the  dominant  mode  of  freight  transportation  in  Canada  and  Ontario,  and  plays 
an  essential  role  in  manufacturing  and  retail  trade.  It  generates  $3.3  billion  in 
Ontario  GDP  and  employs  approximately  200,000  people  or  4.8%  of  provincial 
employment.  In  terms  of  trade,  trucking  hauls  about  75%  of  Ontario’s  exports  to 
the  United  States  and  about  83%  of  American  imports  into  Ontario. 

The  industry  saw  some  improvement  in  1993,  but  that  improvement  was  sluggish, 
uneven  and  choppy.  Immediate  prospects  may  be  tenuous,  but  trucking  appears  to 
be  getting  back  on  its  feet.  The  OTA  hoped  the  budget  would  improve 
competitiveness,  enhance  productivity  and  be  fiscally  responsible.  Among  its 
more  specific  recommendations  was  no  increase  in  the  provincial  diesel  fuel  tax 
rate.  It  also  called  for  a  balance  between  road  maintenance  and  expansion,  and 
requested  that  more  of  the  revenue  generated  from  fuel  taxes  be  specifically 
assigned  to  the  province’s  highway  system. 

SOCIAL  ISSUES 

Representations  from  groups  active  in  or  concerned  with  social  issues  provided  a 
balance  to  the  more  economic  and  fiscal  concerns  of  other  wimesses.  They  also 
allowed  the  committee  to  apply  a  human  face  to  the  pre-budget  process. 

Members  heard  requests  for  provincial  support  for  a  national  child  care  program 
and  for  an  increase  in  low-cost  and  non-profit  housing.  The  government  was 
advised  to  avoid  moving  toward  a  "work-for- welfare  scheme"  and  to  adopt  the 
elimination  or  reduction  of  poverty  as  a  high  priority.  It  was  further 
recommended  that  the  government  adopt  a  systematic  approach  to  drug  reform. 
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and  that  regional  and  local  structures  be  empowered  to  work  with  communities  to 
accelerate  mental  health  program  development. 

The  Ontario  Association  for  Non-Profit  Homes  and  Services  for  Seniors 
recommended  that  spending  policies  be  realigned  to  ensure  that  funding  for 
facility-based  care  services  for  the  elderly  is  commensurate  with  allocations  to 
other  facilities  for  people  with  severe  disabilities.  It  also  asked  that  provincial 
policies  be  developed  through  a  meaningful  consultative  process.  This  should  be 
done  so  that  new  legislation,  policy  or  program  expectations  are  not  introduced 
without  appropriate  resource  allocations. 

Children’s  services  were  represented  this  year  by  the  Ontario  Association  of 
Children’s  Aid  Societies.  In  it’s  opinion,  the  government  must  take  100%  of  the 
funding  responsibility  for  child  welfare  services.  The  child  welfare  system  should 
have  a  funding  mechanism  that  recognizes  a  series  of  elements,  including  core 
service  requirements,  standardized  costs  for  service  units,  and  an  appeal 
mechanism  for  budget  allocations. 

TRANSFER  RECIPIENTS 

In  November  1992,  the  then  Treasurer  announced  that  base  funding  to  the 
province’s  major  transfer  parmers  would  be  capped  at  1992/93  levels  for  the  next 
two  years.  The  MUSH  sector  (municipalities,  universities,  community  colleges, 
schools  and  hospitals)  would  see  funding  increase  by  2%  in  1993/94,  but  this 
would  be  a  one-time  only  payment  and  would  not  go  into  base  funding. 

Further  cost-saving  measures  in  the  Expenditure  Control  Plan  and  the  Social 
Contract  have  had  an  effect  on  MUSH  sector  funding.  Another  development  was 
the  establishment  last  fall  of  the  Ontario  Financing  Authority.  This  body  will 
assist  the  province  and  public  bodies  such  as  the  MUSH  sector  to  borrow  and 
invest  money  and  provide  other  financial  services. 
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Presentations  were  made  to  the  Committee  by  each  of  the  major  transfer 
recipients.  Despite  the  differences  in  the  issues  that  they  brought  forward  during 
the  consultation  process,  all  talked  of  the  need  for  more  provincial  cooperation 
with  transfer  partners  and  greater  funding  predictability  or  stability. 

Municipalities 

Ontario’s  municipalities  found  1993  to  be  a  very  difficult  year.  In  the  opinion  of 
the  Association  of  Municipalities  of  Ontario  (AMO),  they  are  still  grappling  with 
the  effects  of  last  year’s  cuts.  AMO  went  on  to  tell  the  Committee  that  resources 
should  be  devoted  to  restructuring  for  greater  efficiency,  rather  than  to  ways  to 
absorb  further  funding  cuts.  Governments  should  work  together  to  fmd  solutions 
to  shared  problems. 

These  comments  served  as  an  introduction  to  the  recommendations  that  AMO 
made.  The  current  practice  of  "downloading"  was  regarded  as  a  way  of  not 
dealing  with  realities.  AMO  said  that  this  approach  can  no  longer  be  tolerated  and 
called  for  a  new  way  of  governing.  New  programs  must  be  accompanied  by 
funding  that  was  commensurate  with  their  ongoing  cost.  Related  to  this  was  a 
request  for  more  predictability  with  respect  to  provincial  transfers.  AMO  felt 
there  was  no  room  for  additional  cuts  to  unconditional  grants.  It  also 
recommended  that  existing  grants  not  be  cut  as  a  result  of  participation  in  the  tri¬ 
partite  infrastructure  program. 

Universities 

The  university  sector  was  represented  by  the  Council  of  Ontario  Universities 
(COU)  and  the  Ontario  Confederation  of  University  Faculty  Associations 
(OCUFA).  Both  organizations  discussed  the  economic  benefits  that  universities 
afforded  their  local  and  broader  communities. 
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Underfunding  was  a  concern  to  both  COU  and  OCUFA.  It  had  led  COU  to 
propose  a  series  of  reforms  to  provincial  tuition  fee  policy  (eg.  an  increase  in  fees 
and  an  improved  program  of  student  assistance).  OCUFA  opposed  tuition  fee 
increases  saying  they  would  impede  access  and  equity.  Higher  fees  also  meant 
that  more  money  would  be  coming  from  private  sources.  OCUFA  was  adamant 
in  its  belief  that  universities  should  remain  publicly-funded  and  accountable.  COU 
felt  that  increased  funding  and  tuition  fee  reform  would  redress  many  of  the 
problems  caused  by  underfunding  and  create  a  system  accessible  to  all  qualified 
students. 

Community  Colleges 

Each  of  the  major  groups  within  the  community  college  system  appeared  before 
the  Committee  to  make  a  joint  submission,  emphasizing  that  support  of  the  college 
system  should  be  among  the  government’s  highest  priorities. 

College  representatives  recognized  that  the  government  was  operating  in  a  difficult 
fiscal  environment.  At  the  same  time,  their  system  is  being  met  with  growing 
demands  for  access  to  programs  and  services.  While  it  has  been  able  to  provide 
increased  access,  maintain  quality  and  reduce  unit  costs  for  services,  movement 
forward  in  any  of  these  areas  is  now  in  serious  jeopardy.  Wimesses  felt  the 
system  could  no  longer  mamtain  both  quality  and  access. 

Schools 

The  Fair  Tax  Commission’s  report  made  major  recommendations  with  respect  to 
school  fmancing.  Teachers’  organizations,  trustees  and  board  officials  alike 
responded  to  those  specific  recommendations.  Consideration  was  given  to  other 
issues  as  well. 

Adequate  operating  support  and  reform  of  the  capital  grant  program  were 
recommended  by  the  Ontario  Public  School  Boards’  Association.  It  also  called  for 
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capital  funding  for  building  renovation  and  energy  conservation  that  would 
augment  allocations  under  the  tri-partite  infrastructure  program. 

According  to  the  Ontario  Separate  School  Business  Officials’  Association, 
expenditure  ceilings  and  grant  calculations  must  be  adjusted  in  order  to  obtain  a 
fair  distribution  of  revenue  and  an  equitable  tax  burden  on  local  ratepayers.  The 
School  Bus  Operators’  Association  asked  that  there  be  no  further  reductions  in 
student  transportation  funding  by  the  province  until  restructuring  initiatives  can  be 
implemented  to  realize  greater  cost  efficiency. 

The  Ontario  Teachers’  Federation  and  its  affiliates  spoke  to  a  variety  of  concerns, 
including  the  Social  Contract  and  its  effect  on  salary  grids,  the  futures  of  younger 
employees,  and  working  relationships.  The  province  was  asked  to  increase  its 
financing  of  elementary  and  secondary  education  to  a  level  that  would  approximate 
60%  of  boards’  real  operating  costs  by  1995.  There  was  also  a  recommendation 
not  to  reduce  transfer  payments. 

Hospitals 

The  Ontario  Hospital  Association  (OHA)  told  the  Committee  that  hospitals  will 
experience  a  shortfall  of  approximately  $557  million  in  previously  promised 
funding  in  1994/95.  Ongoing  costs  such  as  pay  equity,  pension  plan  increases  and 
Workers’  Compensation  were  seen  as  exacerbating  the  situation.  The  OHA  asked 
that  consideration  be  given  to  the  impact  of  decreased  funding  levels  on  patient 
care  and  jobs.  It  felt  that  a  period  of  funding  stability  was  required  if  reallocation 
and  restructuring  were  to  be  accomplished  effectively  and  sensitively. 

Cooperative  planning  and  agreed  upon  standards  of  care  were  also  needed. 

A  moratorium  on  further  cuts  in  the  institutional  health  care  system  was  requested 
by  the  Ontario  Nurses’  Association,  to  remain  in  place  at  least  until  more 
community  services  became  available.  If  a  moratorium  was  not  feasible,  time 
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should  be  taken  to  assess  the  effect  on  access  to  services  and  quality  of  patient 
care  before  further  cuts  are  introduced. 

FAIR  TAX  COMMISSION  REPORT 

The  Ontario  Fair  Tax  Commission  was  created  by  Order  in  Council  on  December 
20,  1990  to 


advise  and  report  to  the  Treasurer  of  Ontario  and 
Minister  of  Economics  on  the  design  and 
implementation  of  a  more  equitable  tax  system  in 
Ontario.'^ 

The  Commission  was  also  asked  to  examine  and  report  on  specific  issues  such  as 
the  distribution  of  the  tax  burden  among  income  groups,  options  for  ensuring  that 
corporations  pay  an  appropriate  share  of  the  tax  burden,  and  the  distribution  of  tax 
powers  between  the  three  levels  of  government.  Working  groups  were  established 
to  examine  and  make  recommendations  respecting  specific  taxes. 

A  series  of  working  group  reports  were  published  prior  to  the  release  of  the 
Commission’s  fmal  report.  Fair  Taxation  in  a  Changing  World,  in  December 
1993.  The  final  report  contained  135  recommendations.  These  recommendations 
covered  a  broad  range  of  issues,  from  budget  secrecy  to  financing  education,  to 
taxes  and  the  environment. 

Wimesses  appearing  before  the  Standing  Committee  on  Finance  and  Economic 
Affairs  during  its  1994  pre-budget  consultation  were  asked  to  comment  on  the 
recommendations  made  by  the  Fair  Tax  Commission  (FTC).  Many  did;  often  to 
the  exclusion  of  recommendations  for  the  upcoming  provincial  budget.  A 
summary  of  these  responses  appears  in  Appendix  A.  (Appendix  B  contains  the 
Commission’s  recommendations.) 


"^Ontario  Fair  Tax  Commission,  Fair  Taxation  in  a  Changing  World  (Toronto:  University  of 
Toronto,  1993),  Appendix  A. 
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The  Committee  has  not  had  the  time  to  take  anything  more  than  a  cursory  look  at 
the  FTC’s  final  report.  For  this  reason  and  because  of  the  divergence  of  opinions 
presented  by  wimesses,  it  is  the  Committee’s  view  that  much  more  in  the  way  of 
detailed  consideration  is  required.  The  Committee  does,  however,  feel  it 
appropriate  to  present  overviews  of  comments  made  on  specific  areas  of 
recommendations:  Corporation  Taxation  in  a  Fair  Tax  System;  Payroll  Taxation; 
The  Role  of  Taxes  in  Protecting  the  Environment;  and  Paying  for  Services: 
Property  Taxation  in  a  Fair  Tax  System. 

Corporation  Taxation  in  a  Fair  Tax  System 

According  to  the  FTC’s  report,  some  of  the  most  contentious  issues  raised  during 
its  hearings  related  to  corporate  taxes.  It’s  recommendations  in  this  area  elicited 
both  support  and  opposition  from  wimesses  who  appeared  before  the  Committee. 

There  was  agreement  that  Ontario’s  rates  of  tax  on  business  should  be  maintained 
at  approximately  current  levels,  relative  to  other  jurisdictions.  One  group  felt  that 
consideration  given  to  tax  base  mobility  should  include  equal  consideration  for  the 
mobility  of  consumer  spending  due  to  tax  burdens  and  cyclical  economic 
circumstances. 

The  elimination  of  business  subsidies  was  expected  to  have  a  positive  impact  on 
the  deficit.  It  would  lead  to  less  public  debt,  and  lower  taxation,  interest  rates  and 
required  rates  of  return  for  investment. 

Wimesses  expressed  mixed  opinions  on  me  recommended  elimination  of  me 
preferential  corporate  income  tax  rate  for  profits  from  manufacturing  and 
processing.  One  group  said  mat  it  should  be  retained.  Anomer  agreed  mat  me 
"bias"  against  service  industries  should  be  removed;  meir  rates  should  match  mose 
of  manufacturing.  A  mird  rejected  me  recommendation  on  me  grounds  mat  me 
existing  rate  is  not  a  bias  against  service  industries,  but  is  a  reflection  of  me 


24 


capital  structures  of  each  sector  and  the  capital  tax  revenues  generated  from 
manufacturers. 

Payroll  Taxation 

The  FTC  made  three  recommendations  were  made  with  respect  to  Ontario’s 
payroll  tax,  introduced  in  1990  as  the  employer  health  tax.  The  Commission 
wrote  that  the  tax’s  graduated  rate  structure  should  be  replaced  with  a  uniform 
rate  of  tax  based  on  all  remuneration.  Some  wimesses  opposed  the  proposed 
change,  one  on  the  grounds  that  it  would  result  in  an  additional  health  tax  burden 
on  small  businesses.  One  group  supported  the  recommendation  and  two  others 
suggested  alternatives.  The  gradated  structure  could  be  replaced  with  a  small 
business  allowance  set  at  $400,000.  Consideration  could  also  be  given  to 
exempting  the  first  $10,000  of  earned  income. 

Self-employed  individuals  and  members  of  parmerships  became  subject  to  the 
employer  health  tax  as  of  January  1,  1993.  While  the  FTC  accepted  the  rationale 
behind  this  extension,  it  felt  there  were  problems  associated  with  it  and  that  a  new 
method  should  be  used  to  calculate  the  tax  for  these  people.  The  methodology 
described  in  Recommendation  47  was  opposed  by  one  group  of  wimesses.  A 
second  group  expressed  concern  that  the  new  structure  would  be  worse  than  the 
existing  one.  They  argued  that  if  the  government  intended  to  place  a  levy  on 
individuals  to  help  pay  for  health  care,  the  payroll  tax  should  be  replaced  by  a 
levy  on  all  health  care  users,  not  just  the  self-employed  and  owner-managers. 

The  FTC  also  called  for  seeking  an  agreement  with  the  federal  government  to 
make  payroll  taxes  fully  deductible  for  corporate  income  tax  purposes.  This 
recommendation  elicited  one  response  of  qualified  support;  the  tax  would  also 
have  to  be  frozen  at  current  levels.  One  general  comment  suggested  that  the 
province  reduce  its  reliance  on  the  employer  health  tax. 
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The  Role  of  Taxes  in  Protecting  the  Environment 

Taxes  raise  revenues  to  pay  for  public  services  and  to  provide  incentives  to 
individuals  and  corporations  to  change  their  behaviour.  Using  this  as  a  starting 
point,  the  FTC  considered  the  role  of  taxes  as  policy  instruments  for 
environmental  protection  and  specific  environmental  policy  objectives  and  made  a 
series  of  recommendations.  (One  group  of  witnesses  expressed  a  preference  for 
clear  regulations  as  opposed  to  new  tax  measures.) 

The  FTC  recommended  that  Ontario  increase  its  reliance  on  tax-related  economic 
instruments  directed  at  pollution  control.  It  also  called  for  the  establishment  of 
taxes  on  substances  selected  from  generally  recognized  pollutants  or  lists  of 
pollutants.  The  Committee  heard  a  request  that  there  be  no  tax  on  crop  protection 
materials.  It  also  heard  that  more  work  needs  to  be  done  in  this  area  with  affected 
industries  and  other  groups. 

A  number  of  wimesses  responded  to  the  recommended  introduction  of  a  carbon 
tax  on  fossil  fuel  energy  inputs.  Some  did  not  favour  the  concept,  while  others 
expressed  qualified  support.  Consultations  with  other  levels  of  government  and 
affected  industries  would  be  required.  The  tax  would  have  to  be  revenue-neutral, 
with  funds  accruing  back  to  the  industry  that  paid  them.  Its  introduction  would 
have  to  be  planned  in  a  carefully  measured  way  that  took  full  account  of  potential 
economic  implications.  Fairness  in  the  application  of  a  carbon  tax  would  depend 
on  other  FTC  concepts.  The  example  cited  was  the  splitting  of  fuel  and  road  use- 
related  taxes  into  environmental  damage  and  road  damage  components. 

The  suggestion  of  a  new  system  of  vehicle  registration  based  on  mileage, 
inspection  results  and  other  characteristics  related  to  road  use  received  three 
responses.  One  group  asked  that  axle  weight  (squared  or  cubed)  be  included 
among  the  criteria  on  which  the  system  would  be  based.  Another  told  the 
Committee  that  registration  fees  should  not  be  calculated  on  a  mileage  basis.  A 
third  said  that  the  imposition  of  a  mandatory  inspection  system  would  be  a  waste 
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of  government  money  and  a  burden  on  business  and  society,  given  recent 
improvements  in  vehicle  fuel  efficiency,  emissions  and  reliability. 

Paying  for  Services:  Property  Taxes  in  a  Fair  Tax  System 

The  tax  issues  which  generated  the  most  comments  during  the  FTC’s  consultations 
were  those  related  to  local  government  finance.  No  section  of  the  FTC’s  report 
generated  more  response  at  the  Committee’s  hearings  than  that  dealing  with  the 
funding  of  education  from  property  taxes. 

One  of  the  FTC’s  principal  recommendations  was  that  the  province  should  assume 
responsibility  for  the  funding  of  education  to  a  provincial  standard.  Funds  would 
be  allocated  to  school  boards  on  the  basis  of  per  student  costs  and  student  needs, 
as  well  as  community  characteristics.  Another  recommendation  was  that  local 
residential  property  tax  should  be  replaced  by  provincial  general  revenues  as  the 
source  of  core  funding.  A  third  dealt  with  school  boards  and  their  ability  to  raise 
funds  for  local  discretionary  spending  through  a  fixed  percentage  levy  on  the 
residential  property  tax  base. 

The  appended  summary  and  Hansard  should  be  consulted  for  the  full  range  of 
comments  made  to  the  Committee.  The  prospect  of  provincial  funding  was 
viewed  with  some  favour;  there  was  a  sense  that  it  would  be  fairer  and  ensure 
more  consistency.  The  retention  of  some  degree  of  local  autonomy  was  a  concern 
though,  as  was  the  definition  of  "a  provincial  standard."  There  was  some 
agreement  that  education  should  be  financed  by  a  broader  base  of  taxes,  that  too 
much  reliance  was  placed  on  property  taxes.  The  Committee  also  heard  that  there 
should  not  be  a  shift  in  funding  from  local  to  provincial  taxes  until  a  detailed 
inquiry  has  been  undertaken.  Further  to  a  local  levy  on  the  residential  property 
tax  base,  one  group  of  wimesses  said  that  full  provincial  funding  was  the  only 
option  that  would  eliminate  "buck-passing"  and  "windows"  through  which  to 
increase  school  board  spending. 
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SUMMARY  OF  RESPONSES  TO 
FAIR  TAX  COMMISSION  RECOMMENDATIONS 


General 

•  The  government  should  begin  to  implement  the  Fair  Tax  Commission’s 
key  recommendations  with  the  knowledge  that  tax  fairness  will  not  only 
restore  the  integrity  of  the  system.  It  also  has  the  potential  to  expand  tax 
revenues  by  equitably  taxing  those  that  can  most  afford  to  pay. 


(OFL) 

•  The  Commission  stopped  well  short  of  addressing  the  overall  burden  of 
property  tax  on  the  business  sector,  its  insensitivity  to  profits  and  its  drag 
on  economic  development. 


(CFIB) 

The  Commission  failed  to  address  the  key  issue  which  is  the  overall  level 
of  taxation. 


(OCC) 


Improving  Accountability  in  the  Tax  System 

1. 

•  The  secrecy  surrounding  the  budget-making  process  should  be  reviewed 
with  the  aim  of  reducing  it.  The  consultation  process  should  be 
encouraged,  and  the  background  information  should  be  publicly  available. 
The  government  should  also  establish  independent  reviews  of  its 
expenditures  by  panels  composed  of  a  cross-section  of  the  public  (i.e.  a 
fair  expenditure  commission). 


3. 


(CIBC) 


Add  responsibility  for  assisting  in  the  development  of  national  and 
international  standards  for  reporting. 


(Informetrica) 
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•  The  establishment  of  a  central  agency  will  create  another  layer  of  thick 
middle  management,  make  the  province  more  lethargic,  and  increase 
business  and  consumer  taxes. 


(PGIB) 


5. 

•  This  proposal  has  far-reaching  implications  and  must  be  further  reviewed 
in  terms  of  the  differential  impacts  on  individual  and  corporate  taxpayers. 

(ONGA) 


7(e). 

•  The  focus  should  be  on  provincial  tax  expenditures  initially,  not  the 
provincial  component  of  federal  ones. 


(Informetrica) 

•  This  is  a  start,  however,  all  revenues  and  expenditures  should  appear  in  an 
aimual  financial  statement. 


(PGIB) 


Paying  Other  People's  Taxes:  Problems  of  Compliance 

9. 

•  In  its  discussions  with  the  federal  government,  the  province  should 
recommend  that  any  taxation  of  employees  on  the  personal  benefit  of 
business  meals  be  accompanied  by  a  return  of  the  deduction  of  100%. 


(ORA) 

•  Businesses  do  not  expend  funds  unless  the  purpose  is  to  generate  income 
with  the  reasonable  expectation  of  earning  a  profit,  as  required  under  the 
Income  Tax  Act. 


(ONGA) 


10. 

•  The  Commission  discusses  possible  approaches  to  curbing  the  underground 
economy.  One  is  to  have  customers  withhold  the  tax  payable  on  a 
renovation  project.  Another  is  to  raise  penalties  and  increase  enforcement. 
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Neither  will  work.  Customers  are  already  withholding  the  tax  from  the 
government. 


(OHBA) 


10(a). 

The  government  should  adopt  the  federal  registration  number  as  a  single 
business  registration  number.  Remittances  should  be  harmonized  within 
provincial  government  agencies  and  with  the  federal  government  in  such  a 
way  that  does  not  greatly  interrupt  cash  flow  for  small  businesses. 


(ORA) 


Strengthening  Ontario's  Role  in  Income  Tax  Policy 

11. 

•  Any  move  to  fragment  personal  income  tax  collection  such  that  Ontarians 
would  be  exposed  to  a  new  layer  of  compliance  costs  and  the  threat  of 
massive  PIT  hikes  is  opposed. 


(CFIB) 


13. 

•  A  national  forum  for  deciding  taxation  goals  and  strategies  would 
encourage  better  coordination  and  use  of  taxation  policies. 

(ONGA) 

Equality  of  Men  and  Women 


14. 

•  The  tax  system  should  be  gender  neutral. 


(ONGA) 


The  Role  of  the  Tax  System  in  Social  Policy 

18. 

•  A  universal  child  tax  credit  should  have  been  recommended. 


(FWTAO) 


The  provincial  and  federal  governments  should  actively  pursue  the 
necessary  amendments  to  implement  such  a  [child  care]  program. 


(FWTAO) 

Support  is  contingent  on  the  premise  that  the  revenue  recovered  is 
adequate  to  provide  for  quality,  non-parental  child  care  services.  If  the 
premise  is  incorrect,  consideration  should  be  given  to  either  enhancing 
expense  limits  or  allowing  the  cost  of  child  care  as  an  operating  expense  of 
a  medical  practice. 


(OMA) 


26. 

If  contribution  limits  are  frozen  at  current  levels,  the  prejudice  against 
taxpayers  who  are  only  able  to  save  for  their  retirement  through  RRSPs 
will  remain. 


(OMA) 


This  recommendation  is  opposed. 


(BTMT) 


27. 

Adoption  of  this  proposal  would  be  extremely  inequitable  given  that 
withdrawals  are  included  in  income  and  subject  to  tax  at  the  relevant 
marginal  tax  rates.  Doctors  should  be  allowed  to  treat  RRSPs  as  tax 
credits,  not  deductions  from  income. 


(OMA) 

Retirement  plans  are  a  vitally  important  source  of  savings  for  the  economy 
and  support  government  borrowing.  Moreover,  changes  in  taxation  plans 
in  recent  years  have  implemented  long-needed  pension  reforms.  To  back 
track  now  would  constitute  a  major  policy  failure.  It  must  be  noted  that 
RRSPs  provide  pension  coverage  for  persons  not  covered  by  registered 
pension  plans. 


(ONGA) 
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Taxation  of  Dividends  and  Capital  Costs 

•  Any  modifications  in  tax  policy  that  impact  on  levels  of  saving  and 

investment  should  not  be  implemented  without  the  widest  possible  public 
debate  at  the  national  level. 


(CFIB) 


28. 

•  Is  it  feasible  to  define  the  credit  based  on  actual  corporate  taxes  paid  in 
that  period  or  over  the  last  several  years? 


(Informetrica) 


•  This  recommendation  is  opposed. 


(BTMT) 

•  The  dividend  tax  credit  has  been  thoroughly  reviewed  and  adjusted  to 

make  it  less  generous.  Any  further  reduction  in  the  credit  would  reduce 
the  supply  of  risk  capital. 


(ONGA) 


29. 

•  Eliminating  the  capital  gains  exemption  will  only  eliminate  incentives  and 
penalize  success. 


•  This  recommendation  is  opposed. 


(PGIB) 


(BTMT) 


30. 

•  It  is  critical  that  governments  preserve  the  $500,000  capital  gains 
exemption  to  help  finance  the  growth  of  small  and  medium-sized 
businesses  who  operate  in  an  increasingly  hostile  and  competitive 
environment. 


(CFIB) 
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•  There  should  be  a  flat  tax  on  a  percentage  basis  for  individuals  and 
corporations. 

(PGIB) 

•  The  $500,000  capital  gains  exemption  now  available  for  qualified  farm 
property  should  not  be  eliminated. 

(OFA) 

•  This  recommendation  is  opposed. 

(BTMT) 

The  Income  Tax  Rate 

31. 

•  Increasing  the  number  of  tax  brackets  and  increasing  the  top  bracket  to  a 
60%  figure  will  only  exacerbate  the  conditions  that  have  resulted  in  the 
growth  of  the  underground  economy  and  lead  to  a  renewed  focus  on 
"avoidance  schemes." 

(OMA) 

•  There  is  support  for  this  recommendation. 

(FWTAO) 

•  When  the  federal  reforms  broadened  the  personal  income  tax  base  and 
lowered  marginal  rates,  the  provincial  governments  moved  in  and  raised 
rates  and  imposed  surtaxes.  To  adopt  the  Commission’s  proposal  would 
negate  progress  achieved  in  the  1980s. 


(ONGA) 


Taxation  of  Wealth 


32. 

•  Wealth  taxes  are  not  significant  sources  of  revenues.  They  have  the 
potential  of  being  unfairly  confiscatory. 


(CFIB) 


Ontario  should  implement  a  wealth  transfer  (inheritance)  tax,  while  at  the 
same  time  seeking  the  cooperation  of  the  federal  and  other  provincial 


7 


governments  to  generalize  the  use  of  this  type  of  tax  across  the  nation, 
with  the  goal  of  rendering  the  taxation  system  more  progressive. 


(OSSTF) 

•  There  is  opposition,  on  principle  alone,  to  the  introduction  of  a  wealth 
transfer  tax. 


(OMA) 


•  This  recommendation  will  not  generate  additional  revenue  for  the 
government.  It  will  drive  the  wealthy  out  of  the  province. 


(PGIB) 


•  A  wealth  transfer  tax  on  farm  properties  should  not  be  introduced. 


(OFA) 


This  recommendation  is  opposed. 


(BTMT) 


Corporation  Taxation  in  a  Fair  Tax  System 

34. 

•  Ontario  should  maintain  its  effective  rates  on  business  at  approximately 
their  current  levels  relative  to  other  jurisdictions. 


(OTA) 


•  This  recommendation  is  supported. 


(MVMA,  BTMT) 

•  Tax  rates  must  be  monitored  to  ensure  that  Ontario’s  taxes  are  not 
discouraging  business  activity  in  the  province  relative  to  other 
jurisdictions. 


(ONGA) 


35. 


Any  consideration  given  to  the  potential  for  tax  base  mobility  should  also 
include  equal  consideration  for  mobility  of  consumer  spending  based  on 
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the  tax  burden  and  the  cyclical  economic  nature  of  the  tourism  and 
hospitality  industry. 


(ORA) 


38. 

•  A  national  forum  for  deciding  taxation  goals  and  strategies  would 
encourage  better  coordination  and  use  of  taxation  policies. 


(ONGA) 


39. 

•  The  elimination  of  business  subsidies  would  have  a  significant  impact  on 
the  deficit.  It  would  lead  to  less  government  debt,  lower  taxation,  lower 
interest  rates,  and  a  lower  required  rate  of  return  for  business  investment. 

(PGIB) 


40. 

•  The  bias  in  corporate  income  tax  against  income  in  the  service  industries 
should  be  removed.  In  the  interests  of  competitiveness  of  the  provincial 
manufacturing  base,  the  service  sector  rates  and  preferences  should  be 
changed  to  match  those  of  manufacturing,  rather  than  vice  versa. 


(OTA) 

•  This  recommendation  should  be  rejected.  The  lower  income  tax  for 

manufacturing  industries  is  not  a  bias  against  service  industry  income.  It 
is  a  reflection  of  the  capital  structure  of  each  sector  and  the  greater  tax 
revenues  generated  from  the  capital  tax  on  manufacturers. 


(OFIA) 

•  The  current  manufacturing  and  processing  profits  credit  should  be  retained. 

(MVMA) 


Taxation  of  Small  Business  and  Cooperatives 

41. 


The  Ontario  government  should  maintain  a  tax  rate  lower  than  the  general 
corporate  tax  rate  for  the  first  $200,000  of  small  business  income. 


(ORA) 
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42. 

Ontario  must  retain  the  exemption  and  graduated  set  flat  rates  for  the 
Ontario  capital  tax  in  its  current  form  and  move  away  from  asset  taxes  and 
toward  ability-to-pay  taxes. 


(ORA) 


44. 

•  If  these  enterprises  are  to  be  operated  as  cooperatives,  there  will  be  no 

true  specialization  in  the  workplace.  If  we  are  not  highly  specialized,  we 
will  never  be  competitive  in  the  global  market. 


(PGIB) 


Payroll  Taxation 


46. 

•  Consideration  should  be  given  to  exempting  the  first  $10,000  of  earned 
income.  This  will  increase  [progressivity]  and  reduce  the  barriers  to 
adding  employees. 


(Informetrica) 

•  The  proposal  to  eliminate  the  graduated  rate  structure  with  a  uniform  rate 
will  only  result  in  an  additional  employer  health  tax  burden  on  small 
business  owners. 


(OMA) 


The  government  should  maintain  the  graduated  rate  structure  for  its 
existing  payroll  tax. 


(ORA) 

•  The  government  should  replace  the  graduated  rate  structure  with  a  small 
business  allowance  set  at  the  level  of  $400,000. 


(CFIB) 


•  The  province  should  reduce  its  reliance  on  the  employee  health  tax. 


(CIBC) 
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•  The  schedule  of  rates  for  the  employer  health  tax  should  not  be  replaced 
with  a  single,  uniform  rate. 


(OFA) 


47. 

•  There  is  no  support  for  a  new  method  of  calculating  the  employer  health 
tax  on  the  incomes  of  owner-managers  and  self-employed  individuals. 

(OFA) 

•  The  new  method  of  calculating  remuneration  for  owner-managers  and  self- 
employed  individuals  is  highly  theoretical  and  would  appear  to  be  even 
worse  than  the  existing  approach.  If  the  government  intends  to  place  a 
levy  on  individuals  to  help  pay  for  health  care,  then,  in  lieu  of  the  payroll 
tax,  it  should  do  so  for  everyone,  not  just  self-employed  people  and 
owner-managers  of  corporations. 


(CFIB) 


48. 

•  The  government  should  freeze  the  employer  health  tax  at  current  levels 
and  seek  the  agreement  of  the  federal  government  to  make  payroll  taxes 
fully  deductible  for  income  tax  purposes. 


(ORA) 


•  A  national  forum  for  deciding  taxation  goals  and  strategies  would 
encourage  better  coordination  and  use  of  taxation  policies. 


(ONGA) 


Resource  Taxation 


49. 

•  This  proposal  could  be  acceptable  in  principle,  providing  a  number  of 
matters  are  dealt  with  in  a  reasonable  and  equitable  manner. 


(OMI) 

The  report  discusses  mine  site  rehabilitation.  It  suggests  one  possible 
solution,  the  establishment  of  reclamation  funds.  Mining  companies  would 
deposit  the  estimated  costs  of  future  reclamation  over  the  life  of  a  mine 
into  a  fund.  It  could  be  well  accommodated  under  a  cash-flow  tax  as 
opposed  to  the  current  mining  tax.  This  is  supported  and  should  be 
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adopted  by  the  Minister  of  Finance  as  soon  as  possible,  whether  or  not  a 
cash-flow  tax  is  adopted. 


(OMI) 


50. 

If  the  deduction  for  mining  taxes  is  to  be  capped  under  the  report’s 
proposals,  it  would  seem  appropriate  to  revisit  the  manner  in  which 
mineral  processing  profits  should  be  taxed  in  Ontario. 


(OMI) 


51. 

Under  the  proposed  mining  tax  based  on  cash-flow  and  in  order  to  be 
consistent  with  the  concept  of  what  the  mining  tax  was  intended  to 
represent,  processing  profits  should  not  be  subject  to  mining  tax.  If  this  is 
not  done,  operators  will  have  to  decide  whether  or  not  they  are  better  off 
transferring  their  processing  activities  to  a  separate  company  in  order  to 
minimize  their  mining  tax.  The  alternative  is  to  continue  with  some  form 
of  arbitrary  processing  allowance. 


(OMI) 


54. 

•  This  recommendation  should  be  rejected.  The  Commission  noted  that 
forest  management  agreements  are  a  serious  institutional  obstacle  to  the 
use  of  auctions  and  thereby  reveal  a  serious  flaw  in  their  approach.  In  its 
efforts  to  enhance  Ontario’s  ability  to  raise  revenue,  the  Commission  has 
forgotten  that  tax  policy  is  simply  an  instrument  in  resource  management, 
it  is  not  an  objective  to  which  other  policies  should  defer.  The  goal  is 
sustainable  forestry. 


(OFIA) 


55. 


While  there  is  agreement  with  this  recommendation,  there  is  concern  with 
the  Commission’s  assessment  that  "Investment  in  regeneration  is  more 
attractive  to  government  than  to  private  operators." 


(OFIA) 
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56. 

•  This  recommendation  should  be  rejected  and  revised.  The  OFIA  supports 
the  concept  of  user-pay,  but  this  concept  must  be  extended  to  all  users,  not 
just  the  forest  industry. 


(OFIA) 


Retail  Sales  Tax 

•  In  light  of  the  new  political  landscape  for  sales  tax  reform,  the  priority  of 
the  Ontario  government  must  be  to  enter  into  discussions  with  the  federal 
government  and  the  other  provinces  to  determine  which  GST  simplification 
options  are  politically  feasible. 


(CFIB) 

•  The  government  should  adopt  the  Commission’s  recommendations  on  retail 
sales  tax  changes. 


(OFA) 


57. 

•  Businesses  will  not  be  able  to  afford  the  taxes  they  will  have  to  pay  on 
goods  and  services.  There  will  be  less  money  available  to  expand, 
improve  and  create  new  jobs.  Consumer  spending  will  be  curbed,  while 
the  underground  economy  will  grow  and  cross-border  shopping  increase. 

(PGIB) 

•  If  health  care  services  are  considered  exempt,  the  province  should  change 
the  categorization  and  classify  medical  services  as  zero-rated  to  allow 
doctors  to  claim  input  tax  credits. 


(OMA) 

•  The  RST  should  not  be  expanded.  Consideration  should  be  given  to 

progressive  alternatives  to  the  existing  RST  which  increase  the  capacity  of 
the  personal  income  tax  system  to  address  income  disparities. 


(OPHA) 


Any  extension  of  the  base  of  the  provincial  retail  sales  tax  should  be 
accompanied  by  a  reduction  in  the  rate  of  the  tax  and  result  in  revenue 
neutrality. 


(ORA) 


This  recommendation  is  endorsed. 


(MVMA) 


58. 

While  there  is  support  for  this  recommendation,  as  an  immediate  measure, 
the  extensions  of  the  retail  sales  tax  contained  in  the  1993  Ontario  budget 
(auto  insurance,  group  benefits  and  warranty  repairs)  should  be  dropped. 

(OTA) 

PST  input  credits  should  be  introduced  for  all  Ontario  businesses  including 
the  hospitality  industry.  The  government  should  ensure  that  the  licensee 
gallonage  tax  is  treated  the  same  way  as  a  PST  input  credit. 


(ORA) 


This  recommendation  is  endorsed. 


(MVMA) 


59. 

Reduced  consumer  and  business  spending  will  lower  tax  revenues  and 
defeat  the  purpose  of  a  multi-stage  tax. 


(PGIB) 


60. 

There  is  support  for  a  uniform  approach  to  harmonizing  provincial  retail 
sales  taxes  with  the  GST.  Ontario  should  negotiate  a  uniform  national 
sales  tax  system  on  the  GST  model,  with  transportation  services  zero¬ 
rated. 


(OTA) 

Depending  upon  the  future  of  the  GST  (and  the  nature  of  its  replacement), 
the  government  should  heed  the  Commission’s  advice  and  find  some  way 
to  harmonize  its  tax  system.  A  broader  tax  base  for  the  GST  would  permit 
a  lower  tax  rate  and  so  moderate  the  impact  on  the  underground  economy. 
Equity  considerations  should  be  addressed  through  the  personal  income  tax 
system. 


(CIBC) 
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If  Ontario  harmonizes  the  RST  with  the  GST,  the  government  should 
consider  allowing  doctors  to  receive  GST  input  tax  credits  like  those 
hospitals  are  now  entitled  to  receive. 


(OMA) 

•  Consider  no  zero-rated  items  and  no  exemptions.  This  will  greatly 
simplify  the  system,  allow  a  lower  rate  and  minimize  distortions.  All 
purchases  by  all  governments  should  be  taxable.  If  desired,  separate 
accounting  adjustments  can  be  made  between  government,  and,  indeed, 
between  governments  and  non-government  organizations  (NGOs). 

(Informetrica) 

•  There  is  opposition  to  the  taxation  of  financial  services  and  prepared  foods 
purchased  in  convenience  and  grocery  stores. 

(PGIB) 

•  The  Ontario  government  should  harmonize  the  RST  with  the  GST. 

(CMA,  MVMA) 

•  The  government  should  at  least  extend  its  RST  tax  base  to  include  ready- 
to-heat  meals  and  strive  for  the  equal  tax  treatment  of  all  food. 

(ORA) 

•  The  government  should  act  immediately  to  harmonize  the  provincial  sales 
tax  with  the  GST.  This  would  significantly  reduce  paperwork  and  the  cost 
of  compliance  for  taxpayers. 

(OCC) 

•  This  recommendation  will  simplify  compliance,  collection  and 
administrative  costs  for  both  businesses  and  government.  It  will  enhance 
Ontario’s  export  competitiveness,  reduce  cross-border  shopping  and 
encourage  higher  savings  rates.  It  might  also  provide  the  opportunity  to 
introduce  a  fairer  and  more  acceptable  means  of  financing  public 
education. 

(BTMT) 

The  Role  of  Taxes  in  Protecting  the  Environment 

•  There  is  a  preference  for  clear  regulations  over  new  tax  measures. 


(CFIB) 
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63. 

There  should  be  no  tax  on  crop  protection  materials. 


(OFA) 

•  The  government  should  consider  requiring  an  annual  mne-up  as  a  condition 
for  the  renewal  of  a  vehicle’s  licence. 


(CIBC) 

•  More  work  needs  to  be  done  in  this  area  with  affected  industries  and  other 
groups  to  target  and  coordinate  tax  and  regulatory  activities. 


(ONGA) 


64. 

•  Provincial  efforts  to  reduce  CO2  through  taxes  should  be  coordinated  with 
the  federal  government  and  other  provinces,  or  left  to  the  federal 
government.  CO2  is  a  global  issue,  and  the  responses  should  be  multi¬ 
national.  Discharges  affecting  the  local  and  provincial  environment  should 
be  the  focus  of  tax  measures  and  other  programs. 


(Informetrica) 

•  The  unilateral  imposition  of  a  carbon  tax  is  not  favoured.  Such  a  tax 

would  be  have  to  be  revenue  neutral,  with  all  funds  accruing  back  to  the 
industry  that  paid  them. 


(OTA) 


•  The  introduction  of  a  carbon  tax  is  not  supported. 


(OFA) 


•  Any  tax  measures  which  influence  the  prices  of  these  fuels  must  be 

introduced  in  a  carefully  measured  way  that  takes  full  account  of  potential 
economic  implications  at  every  step.  Increasing  the  tax  on  gasoline  is  the 
first  step  towards  a  full  blown  carbon  tax.  A  carbon  tax  study  should  be 
commissioned  by  the  province  to  improve  public  awareness  and  develop 
appropriate  recommendations  for  North  American,  Canadian  and  Ontario 
implementation  strategies. 


(MVMA) 

•  Whether  "fairness"  would  be  achieved  with  prudent  application  of  a  carbon 
tax  depends  on  the  extent  to  which  it  overlaps  with  application  of  another 


Commission  concept.  This  is  the  approach  that  in  effect  splits  fuel  and 
road  use-related  taxes  into  environmental  damage  and  road  damage 
components.  It  is  not  clear  at  this  time  whether  one  inequality  might  be 
replaced  by  another. 


(CP) 


65. 

The  off-road  motor  fuel  rebate  now  received  by  farmers  should  not  be 
eliminated. 


(OFA) 

An  increase  of  half  a  cent  per  litre  (3.4%)  in  the  gasoline  tax  would  yield 
an  additional  $60  million  of  revenue  for  the  provincial  treasury. 


(MVMA) 


66. 

The  Tax  for  Fuel  Conservation  should  not  be  extended  to  include  light 
trucks  and  vans. 


(OFA) 

Recognition  must  continue  to  be  accorded  alternate  fuel  vehicles,  such  as 
NGV,  that  offer  energy  efficiency  and  environmental  benefits. 


(ONGA) 


67. 

Include  axle  weight  (squared  or  cubed)  among  the  criteria. 


(Informetrica) 

Vehicle  registration  fees  should  not  be  calculated  on  a  mileage  basis. 


(OFA) 

Given  the  dramatic  improvements  in  vehicle  fuel  efficiency,  emissions  and 
reliability  in  recent  years,  it  would  be  a  waste  of  government  money  and 
an  enormously  costly  burden  on  business  and  society  to  impose  a 
mandatory  vehicle  inspection  system.  Funds  derived  from  nansportation 
vehicle  fees  and  fuel  taxes  already  exceed  the  costs  of  maintaining  the 
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transportation  infrastructure.  Business,  including  Ontario’s  large  tourism 
industry,  would  suffer  from  such  proposed  taxes. 


(ONGA) 

Environmental  Charges  for  Water  and  Sewer  Services  and  Solid  Waste 

69. 

•  Do  not  try  to  deliver  social  assistance  through  differential  user  charges. 
Charge  the  same  to  everyone  and  adjust  social  assistance  payments  to 
cover  average  needs.  Also  ensure  that  there  is  a  regulatory  mechanism  in 
place  for  user  charges,  or  a  competitive  environment  to  avoid  monopoly 
pricing 


(Informetrica) 


•  This  recommendation  is  supported. 


(BTMT) 


70. 

Environmental  taxes  should  remain  neutral  and  only  introduced  to  change 
behaviour  and  not  as  a  new  source  of  tax  revenue. 


(ORA) 


•  This  recommendation  is  supported. 


(BTMT) 

•  All  sectors  should  be  treated  equally  with  respect  to  the  solid  waste  they 
produce. 


(CFIB) 


71. 

•  It  is  very  important  to  avoid  making  charges  that  are  so  complicated  to 

administer  and  enforce  that  they  prove  unworkable  and  costly.  Measures 
must  be  subject  to  clear  justification  of  costs  and  benefits  and  practicality. 


(ONGA) 
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73. 

•  Prior  to  any  action  on  deposit  systems  for  packaging  of  food  and  beverage 
containers,  the  Ministry  of  the  Environment  should  conduct  a  full 
consultative  process  involving  all  stakeholders  to  examine  environmental 
and  economic  impacts  as  well  as  administrative  burden. 


(ORA) 


Paying  for  Services:  Property  Taxes  in  a  Fair  Tax  System 


•  Prior  to  the  implementation  of  any  of  the  Fair  Tax  Commission’s 
recommendations  regarding  local  finance  reform,  there  should  be  a 
provincial-local  impact  analysis  committee  comprised  of  representatives 
from  municipalities,  school  boards,  and  key  provincial  ministries. 

(OPSBA) 

•  All  of  the  fmancial  requirements  of  "people  services"  should  be  removed 
from  the  property  tax.  The  Commission’s  proposal  is  good  to  a  point,  but 
if  its  recommendations  are  based  on  fairness  principles,  then  all  financing 
requirements  for  these  services  should  be  lifted  from  municipal 
responsibility. 

(OFA) 

•  Because  the  right  to  tax  is  an  important  protection  against  less  benign 
provincial  governments,  it  should  not  be  eliminated. 

(OSSTA) 

•  There  should  be  no  massive  shift  of  the  education  burden  onto  personal 
income  tax  alone.  Personal  and  corporate  income  tax  revenue  should  both 
be  sources  of  increased  funding  as  the  government  increases  its  share  of 
local  educational  expenditure  to  60%. 


(OSSTF) 


Difficult  issues  like  property  tax  and  education  fmance  reform  must  be 
faced  with  tenacity  and  imagination. 


(OTF) 


There  needs  to  be  some  local  discretion  in  funding  education.  Local  needs 
do  vary  across  the  province  and  this  should  be  recognized. 

(FWTAO) 


Since  this  and  previous  governments  have  had  a  poor  record  of 
acknowledging  what  it  really  costs  to  educate  a  student  in  Ontario,  it  is 
feared  that  the  "provincial  standard"  referred  to  in  this  recommendation 
will  be  inadequate. 


(FWTAO) 

There  is  support  for  any  direction  by  the  government  which  will  ensure 
equity  of  fmance  for  all  students  in  Ontario. 


(OECTA) 

School  boards  should  establish  a  set  of  common  education  and  social 
goals. 


(PGIB) 


75. 

Income  taxes  are  more  reflective  of  a  person’s  ability  to  pay. 


(PGIB) 

Shifting  the  taxing  authority  from  the  municipal  to  the  provincial  level  is 
not  tax  reform;  it  is  simply  a  change  in  administration. 


(OFA) 

Support  is  premised  on  the  understanding  that  the  new  provincial  tax  will 
be  on  non-residential  assessment  and  that  tax  revenues  will  be  distributed 
among  school  boards  in  accordance  with  the  three  basic  principles 
discussed  in  the  Commission’s  report. 


(OSSTA) 

Too  much  reliance  is  placed  on  the  property  tax  for  education  costs.  The 
present  grant  system  is  only  fair  if  the  government’s  share  is  much  higher. 


(FWTAO) 


The  government  should  not  eliminate  property  tax  as  a  source  of  support 
for  elementary  and  secondary  eduction.  However,  education  finance 
should  be  reformed  so  that  the  major  share  of  elementary  and  secondary 
school  per  pupil  expenditures  is  paid  from  general  provincial  revenues 
rather  than  from  property  tax. 


(OPSTF) 

There  is  agreement  with  the  Commission’s  argument  that  the  education 
system  should  be  financed  from  a  broad  (i.e.  provincial)  tax  base. 

However,  there  should  be  no  shift  between  local  property  taxes  and 
provincial  taxes  for  the  funding  of  public  education  until  a  detailed  inquiry 
into  education  costs  is  undertaken.  This  support  is  subject  to  other 
caveats. 


(BTMT) 

The  removal  of  the  education  component  of  the  residential  property  tax 
presents  a  unique  opportunity  to  introduce  a  uniform  and  up-to-date 
property  tax  assessment  system  throughout  the  province. 


(BTMT) 


This  recommendation  cannot  be  supported. 


(OPSBA) 


75.  <S  75. 

The  initial  reaction  to  recommendations  75  and  76  is  one  of  concern  given 
a  history  of  inadequate  provincial  funding. 


(FWTAO) 


75. 

This  recommendation  cannot  be  supported. 


(OPSBA) 

The  Ministry  of  Finance  should  undertake  a  formal  and  comprehensive 
consultation  on  the  implementation  of  the  proposed  property  tax  reform. 

(ORA) 


How  will  this  funding  be  replaced? 


(PGIB) 
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77. 

•  The  government  should  not  limit  the  portion  of  local  education  funding 
which  can  come  from  local  property  taxes.  The  tax  structure  should  be 
straightforward  and  intelligible. 


(CIBC) 

•  The  local  levy  on  residential  property  assessment  for  education  purposes 
should  not  be  restricted  to  over-the-ceiling  expendimre. 


(OSSTF) 

•  The  local  levy  for  residential  assessments  for  educational  purposes  should 
be  maintained. 


(OSSTF) 


This  recommendation  cannot  be  supported. 


(OPSBA) 

•  There  is  support  for  limiting  the  ability  of  school  boards  to  tax,  provided 
that  the  residential  assessment  base  of  school  boards  is  equalized  and 
provided  that  the  system  for  designating  school  support  is  reformed. 

(OSSTA) 

•  As  the  Commission’s  recommendations  are  interpreted,  the  ability  to  raise 
additional  funds  at  the  local  level  for  education  will  be  severely  restricted 
even  if  the  government  would  fund  education  to  a  greater  extent. 


(FWTAO) 


The  Commission  is  attempting  to  de-emphasize  the  problem  of 
unconstrained  spending  by  making  it  less  prominent  on  the  local  tax  bill 
and  them  allowing  boards  to  move  from  "baseline  zero"  through  added 
levies. 


(PGIB) 

•  The  Commission  does  not  recommend  any  change  in  current  practice  with 
respect  to  designation  of  school  support  for  the  local  levy.  This  is  unfair 
in  that  all  education  taxes  on  residential  assessment  will  continue  to  be 
directed  to  the  public  system  unless  a  declaration  to  the  contrary  is  made. 

A  better  method  would  be  to  have  all  ratepayers  declare  their  school  board 
of  choice,  as  per  constitutional  entitlement,  and  that  any  taxes  collected  on 
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undeclared  properties  be  pooled  and  distributed  on  a  per  pupil  basis  to  co¬ 
terminus  boards. 


(OECTA) 

•  Past  experience  in  Quebec  shows  that  permitting  school  boards  to  have 

continued  access  to  the  residential  property  tax  base  will  lead  to  increases 
in  the  provincial  ceiling  as  the  provincial  government  will  be  provided  a 
"window"  to  offload  program  costs.  School  boards  will  be  provided  with 
a  convenient  "window"  through  which  to  increase  spending.  Only  100% 
provincial  funding  will  eliminate  opportunities  for  "buck-passing." 


(BTMT) 


79(a). 

•  Deterrents  will  have  to  be  put  into  place  to  prevent  municipal  governments 
from  moving  into  the  "tax  room"  created  by  the  removal  of  education  from 
the  residential  property  tax. 


(BTMT) 


79(b). 

•  This  appears  to  be  a  fair  approach.  The  contingency  fund  should  also  be 
fully  disclosed  and  a  clear  statement  of  long-term  indebtedness  should  be 
prepared  for  each  municipality. 


(PGIB) 


81. 

•  The  public  has  proven  itself  committed  to  making  the  blue  box  proposition 
work  but  needs  more  assurance  from  the  government  that  what  goes  in  will 
be  completely  used. 


(PGIB) 


A  New  Basis  for  Property  Taxation 


82. 

•  The  unit  value  assessment  (UVA)  is  objectionable  because  productive  farm 
assets  designated  to  the  commercial/industrial  assessment  base,  as  proposed 
by  the  Commission,  will  carry  a  higher  assessment  value  relative  to 
productive  use  value  and  would  be  subject  to  the  higher  mill  rates  as  are 
commercial  and  industrial  properties.  Farm  residential  properties  assessed 
under  UVA  will  have  a  higher  value  as  the  one  acre  of  land  included  in 
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the  residential  assessment  would  be  classified  as  non-farm  residential 
instead  of  reflecting  productive  use  value. 


(OFA) 


•  By  rejecting  the  more  straightforward,  simpler  method  of  pure  unit 

assessment,  the  assessment  system  will  continue  to  be  highly  subjective 
and  costly  to  administer. 


(OTP) 

•  The  Commission  has  proposed  a  new  assessment  system  combining  unit 
assessment  and  rental  value.  It  is  essential  to  move  forward  quickly  on 
studies  of  this  system  to  show  how  it  would  work  in  practice. 


(Toronto) 


•  While  conceptually  supportive  of  the  arguments  in  favour  of  unit 

value/rental  value  assessment,  no  final  decision  has  been  made  on  its 
viability  and  practicality  as  an  alternative  to  market  value  reassessment. 
The  particular  choice  of  assessment  methodologies  is  less  important  than 
the  achievement  of  a  uniform,  province-wide  assessment  system  for  both 
residential  and  non-residential  properties,  and  the  impact  of  provincial 
assumption  of  public  education  fmance  will  greatly  outweigh  that  of  any 
particular  assessment  methodology. 


(BTMT) 


85. 

•  The  assessment  must  be  changed  to  eliminate  the  distortions  in  retail 
shopping  complexes  where  below-market  costs  for  anchor  space  are 
translated  to  the  taxation  system  at  the  expense  of  the  small  tenants. 


(CFIB) 


86. 

•  This  approach  could  stabilize  the  rail  property  tax  situation.  Whether  it 
would  bring  any  relief  would  depend  on  the  rate  established. 


(CP) 


The  present  system  of  assessment  of  natural  gas  pipelines  is  proven  and 
accepted  by  both  the  industry  and  government. 


(ONGA) 
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Municipal  Taxation  Policy 


91. 

An  upper  limit  must  also  be  included  to  deter  municipalities  from 
depending  too  heavily  (possibly  even  entirely  if  a  municipality  could  meet 
its  budgetary  requirement  from  commercial/industrial  taxes  at  the 
minimum  rate)  on  the  business  sector. 


(BTMT) 


94. 

•  The  Commission  recommends  the  abolition  of  the  business  tax  and 

permitting  municipalities  to  recover  foregone  revenue  through  realty  taxes. 
This  is  the  appropriate  direction  in  which  to  move. 


(Toronto) 


•  The  true  elimination  of  the  business  occupancy  tax  is  welcomed. 

Unfortunately,  allowing  municipalities  to  make  up  lost  revenues  from  other 
sources  renders  the  proposal  virtually  meaningless. 


(CFIB) 


97. 

•  The  federal  government  should  be  encouraged  to  adopt  the  same  principle 
for  payments  in  lieu  of  local  and  provincial  property  taxes. 


(Informetrica) 


103. 

•  This  recommendation  would  significantly  reduce  the  financial  viability  of 
homes  for  the  aged  which  are  already  under  seige.  It  will  mean  having  to 
charge  residents  and  tenants  more  to  cover  this  new  cost  item.  Since  many 
of  the  seniors  who  use  these  services  are  on  fixed  incomes,  they  will  have 
to  face  reduced  services. 


(OANH) 


It  is  believed  that  most  Ontarians  would  support  the  continued  tax  exempt 
status  of  charitable  organizations  and  churches.  This  recommendation  and 
104.  should  be  rejected. 


(OSSTA) 
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108. 

•  The  former  Ministry  of  Revenue  reviewed  this  issue.  While  the  report 

was  not  made  public,  it  is  believed  that  the  conclusion  was  that  this  was  a 
non-issue  and  that  there  was  not  enough  equipment  underground  to  make  it 
worth  assessing  and  taxing. 


(OMI) 


Making  the  Local  Financial  System  Work  Better 

114. 

•  This  recommendation  and  the  rationale  behind  it  are  fully  supported. 

(OHBA) 

•  If  school  construction  is  to  be  entirely  funded  from  provincial  sources,  the 
need  for  education  development  charges  would  disappear.  This  change  is 
supported. 


(OSSTA) 


Provincial  Property  Taxation 


115. 

•  Such  major  reform  at  this  time  would  be  extremely  disruptive  and  would 
raise  concerns  over  large  windfall  gains  and  losses. 


(ONGA) 


•  The  Commission  recommends  that  the  province  take  over 

commercial/industrial  property  taxes  for  schools.  This  practice  is 
generally  referred  to  as  "pooling."  While  it  may  not  be  necessary  to  go 
that  far,  the  key  requirement  is  that  wherever  a  business  locates,  it  should 
pay  the  same  tax  rate  for  education.  If  that  is  the  case,  perhaps  the 
revenues  can  be  let  in  the  localities  where  they  are  raised. 


(Toronto) 

•  The  province  should  not  implement  the  pooling  of  commercial  and 
mdustrial  assessment. 


(OSSTF) 

•  The  creation  of  a  provincial  commercial  and  industrial  property  tax  would 
constimte  something  of  a  provincial  "invasion"  into  a  tax  field  usually 
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viewed  as  the  exclusive  prerogative  of  municipal  governments.  However, 
once  an  assessment  base  and  a  uniform,  province-wide  tax  rate  has  been 
established,  the  revenues  could  just  as  easily  be  directed  to  the  local  school 
board  as  to  the  province.  Individual  businesses  would  be  indifferent  to  the 
actual  destination. 


(BTMT) 


7 18(b). 

The  Farm  Property  Tax  Rebate  Program  should  be  continued  until  genuine 
property  tax  reform  eliminates  the  need  for  this  administrative  mechanism. 

(OFA) 


Reducing  Reliance  on  Regressive  Taxes 

•  The  government  should  move  to  a  single  tax  system  for  income.  It  would 
replace  graduated  or  progressive  rates  with  a  single  rate  applicable  to  both 
businesses  and  individuals.  It  would  treat  all  income  sources  in  the  same 
manner  and  would  be  simple  to  calculate  and  less  costly  to  administer. 

(OTP) 


121. 

•  Given  Canada’s  high  foreign  debt  to  GDP  ration  and  high  unemployment, 
an  increased  reliance  on  the  personal  income  tax  base  could  be  self- 
defeating. 


(RBC) 


This  recommendation  is  not  supported. 


122. 

•  This  recommendation  cannot  be  supported. 


(BTMT) 


(OPSBA) 


123. 

•  This  recommendation  cannot  be  supported. 


(OPSBA) 


Implementation  and  Transition 


129. 

There  is  support  for  the  rationale  for  a  transitional  period  described  in  the 
Commission’s  working  group  report  on  property  tax. 


(OSSTA) 


Others 


The  province  should  consider  the  Council  of  Ontario  Universities  proposal 
for  guaranteed  Ontario  assistance  loans  for  students  as  a  means  to 
increasing  the  fairness  of  the  tax  system. 


(CIBC) 


1 


WITNESSES 


The  following  organizations  responded  to  the  recommendations  found  in  the  Fair 
Tax  Commission’s  report.  Fair  Taxation  in  a  Changing  World,  during  the 
Standing  Committee  on  Finance  and  Economic  Affairs’  1994  pre-budget 
consultation. 


Abbreviation 

Organization/Individual 

Date  of  Appearance 

BTMT 

Board  of  Trade  of 

Metropolitan  Toronto 

31  January  1994 

CFIB 

Caandian  Federation  of 
Independent  Business 

31  January  1994 

CIBC 

Canadian  Imperial  Bank  of 
Commerce 

27  January  1994 

CMA 

Canadian  Manufacturers’ 
Association 

26  January  1994 

CP 

CP  Rail  System 

FWTAO 

Federation  of  Women 

Teachers’  Associations  of 

Ontario 

26  January  1994 

Informetrica 

Informetrica  Limited 

20  January  1994 

MVMA 

Motor  Vehicle 

Manufacturers’  Association 

27  January  1994 

OANH 

Ontario  Assocation  of  Non- 
Profit  Homes  and  Services 
for  Seniors 

31  January  1994 

OCC 

Ontario  Chamber  of 

Commerce 

20  January  1994 

OECTA 

Ontario  English  Catholic 

Teachers  Association 

1  February  1994 

OFA 

Ontario  Federation  of 

Agriculture 

1  Febmary  1994 
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Abbreviation 

Organization/Individual 

Date  of  Appearance 

OFIA 

Ontario  Forest  Industries 
Association 

26  January  1994 

OFL 

Ontario  Federation  of  Labour 

31  January  1994 

OHBA 

Ontario  Home  Builders’ 
Association 

25  January  1994 

OMA 

Ontario  Medical  Association 

25  January  1994 

OMI 

Ontario  Mining  Association 

1  February  1994 

ONGA 

Ontario  Natural  Gas 

Association 

25  January  1994 

OPHA 

Ontario  Public  Health 

Association 

27  January  1994 

OPSBA 

Ontario  Public  School 

Boards’  Association 

27  January  1994 

OPSTF 

Ontario  Public  School 

Teachers’  Association 

1  February  1994 

ORA 

Ontario  Restaurant 

Association 

25  January  1994 

OSSTA 

Ontario  Separate  School 

Trustees’  Association 

1  February  1994 

OSSTF 

Ontario  Secondary  School 
Teachers’  Federation 

27  January  1994 

OTA 

Ontario  Trucking  Association 

26  January  1994 

OTF 

Ontario  Teachers’  Federation 

25  January  1994 

OTP 

Ontario  Taxpayers  Federation 

25  January  1994 

PGIB 

Progressive  Group  for 
Independent  Business 

20  January  1994 

RBC 

Royal  Bank  of  Canada 

25  January  1994 

Toronto 

City  of  Toronto 

20  January  1994 

Source; 


APPENDIX  B 

Fair  Tax  Commission  Recommendations 


Ontario  Fair  Tax  Commission,  Fair  Taxation  in  a  Changing  World: 
Highlights  (Toronto:  The  Commission,  1993). 


HIGHLIGHTS 


Appendix  A 
Recommendations 


Improving  Accountability  in  the  Tax  System 

1  Ontario  should  apply  the  rule  of  budget  secrecy  only  to  the  details  of  tax  changes  that  might  enable  an  indi¬ 
vidual  to  derive  financial  gain  through  prior  knowledge. 

In  general,  the  process  of  budget  policy  making  should  be  carried  out  under  the  same  restrictions  as  those 
applicable  to  other  policy  questions  requiring  cabinet  decisions. 

2  Public  multi-group  presentations  to,  and  discussions  with,  the  provincial  minister  of  finance  should  be  a  reg¬ 
ular  part  of  the  Ontario  tax  policy  process  cmd  form  the  basis  of  Ontario’s  budget  considerations.  The  list  of 
participants  and  any  formal  presentations  made  in  such  discussions  should  be  made  public  by  the  minister. 

3  Ontario  should  establish  a  central  agency  responsible  for 

•  maintaining  all  government  databases  related  to  provincial  or  local  public  finance, 

•  ensuring  consistency  and  comparability  of  those  databases,  emd 

•  publishing  information  about  public  finance  in  Ontario. 

Access  to  provincial  data  sources  should  be  provided  to  outside  researchers  and  the  public,  subject  to  the 
personal  privacy  provisions  of  the  Access  to  Information  Act  and  any  federal/provincicil  agreements  with 
respect  to  confidentiality. 

4  Programs  should  be  delivered  through  the  tax  system  only  if  they  satisfy  the  following  criteria: 

a)  The  rules  for  determining  eligibility  for  the  subsidy  cue  so  simple  and  easy  to  apply  that  application  for 
the  subsidy  can  be  built  into  a  tax-filing  process  based  on  self-assessment  by  taxprayers. 

b)  The  program  can  be  administered  effectively  by  the  Ministry  of  Finance  rather  than  the  government  de¬ 
partment  normally  responsible  for  the  policy  area 

c)  There  is  a  high  degree  of  certainty  the  program  will  not  be  abused. 

d)  It  is  appropriate  for  the  subsidy  to  be  delivered  on  an  infrequent  basis  in  conjunction  with  the  filing  of 
tax  returns  and  the  payment  of  tax  refunds. 

e)  Where  monitoring  and  auditing  are  considered  necesscuy,  appropriate  provisions  are  built  into  the 
design  of  the  program. 

0  The  potential  for  costs  to  escalate  in  an  open-ended  program  can  be  addressed  effectively  in  the  design 
of  the  tax  expenditure  program. 

g)  The  tax  expenditure  program  can  be  designed  so  that  it  does  not  affect  the  operation  of  the  general 
rules  governing  the  tax  system. 

If  there  is  doubt  as  to  whether  a  program  should  be  delivered  directly  or  through  the  tax  ^em,  it 
should  be  delivered  directly. 

5  To  ensure  that  the  benefits  from  tax  expenditures  in  the  income  tax  system  do  not  increase  with  income,  tax 
expenditures  should  be  delivered  in  the  form  of  a  tax  credit  rather  than  a  tax  deduction. 

To  ensure  that  tax  expenditures  are  fully  equivalent  to  grants,  they  should  generally  be  taxable.  They  should 
also  generally  be  refundable  and  therefore  paid  whether  or  not  the  taxpayer  has  taxable  income. 

i 
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6  All  tax  expenditures  should  be  dealt  with  in  the  government’s  budget-making  process  in  the  same  way  as 
direct  spending  progicuns  designed  to  achieve  the  same  objectives. 

a)  Information  on  tax  expenditures  should  be  made  available  to  pre-budget  roundtables  and  consulta¬ 
tions. 

b)  The  relevant  government  department  should  be  involved  in  the  design  and  review  of  each  tax  expendi¬ 
ture  program. 

7  a)  Tax  expenditure  programs  should  be  monitored  to  ensure  that  they  continue  to  satisfy  criteria  for  deliv¬ 

ery  through  the  tax  system  as  opposed  to  the  direct  expenditure  system. 

b)  Ontario  should  include  tax  expenditures  in  annual  program  reviews.  In  addition,  tax  expenditures 
should  be  subject  to  periodic  in-depth  evaluations  on  a  rotating  basis  on  the  same  basis  as  expenditure 
programs. 

c)  Ijegislation  should  be  introduced  to  expand  the  authority  of  the  provincial  auditor  to  audit  tax  expendi¬ 
tures  on  a  basis  that  mirrors  the  process  for  direct  expenditures. 

d)  Corporations  should  be  required  to  disclose  the  benefits  received  from  all  tax  expenditure  provisions  in 
the  same  way  that  benefits  received  from  direct  spending  programs  are  disclosed. 

e)  Ontario  should  publish  an  annual  tax  expenditure  account.  This  account  should  include: 

•  the  objectives  of  each  tax  expenditure; 

•  its  statutory  basis; 

•  an  estimate  of  revenue  forgone; 

•  a  description  of  the  relationship  between  the  tax  expenditure  and  corresponding  direct  expenditure 
programs;  and 

•  summary  tables  showing  the  distribution  of  benefits  from  the  tax  expenditure  among  different  cate¬ 
gories  of  beneficiaries. 

The  purpose  of  the  account  is  to  draw  attention  to  tax  expenditures  and  encourage  analysis  of  whether  poli¬ 
cy  objectives  are  being  met  or  whether  other  approaches  would  be  more  effective  and  efficient 

8  Ontario  should  earmark  taxes  for  specific  government  programs  only  where: 

•  the  benefits  from  the  service  can  be  attributed  to  individuals; 

•  redistribution  is  not  an  objective  in  providing  the  service; 

•  public  policy  does  not  require  that  the  service  be  provided  as  a  right; 

•  efficiency  and  public  accountability  would  be  enhanced;  and 

•  there  is  a  clear  relationship  between  the  earmarked  fee  or  tax  and  the  service  to  be  funded. 

Ontario  should  not  create  the  impression  that  taxes  are  earmarked  by  using  names  that  describe  cin 
expenditure  program  rather  than  the  base  of  the  tax.  Ontario  should  therefore  change  the  name  of  its 
Employer  Health  Tax. 

Paying  Other  People's  Taxes:  Problems  of  Compliance 

9  Ontario  should  seek  the  agreement  of  the  federal  government  to  establish  and  strictly  enforce  rules  applica¬ 
ble  to  corporate  expenditures  which  provide  employees  with  personal  benefits  such  as  meals  expenditures. 
Where  possible,  the  personal  element  of  such  expenditures  should  be  attributed  as  income  to  those  who 
derive  the  private  benefit. 

Where  it  is  not  practical  to  attribute  benefit  to  individuals,  the  corresponding  deductions  by  the  business 
incurring  the  expense  should  be  limited. 

The  same  limits  should  apply  to  business  expense  deductions,  whether  they  are  claimed  by  a  corporation  or 
by  an  individuaJ  claiming  deductions  from  income  from  self-employment. 

Ontcirio  should  seek  the  agreement  of  the  federal  government  to  disallow  any  deduction  for  business  enter¬ 
tainment. 

1 0  Ontario  should  improve  compliance  by: 

a)  simplifying  rules  and  administrative  procedures  to  make  compliance  with  tax  laws  easier  for  taxpayers; 

b)  increasing  rates  of  audit  and  penalties  to  increase  the  risk  associated  with  non-compliance; 

c)  making  the  public  aware  of  the  enforcement  of  tax  compliance; 

d)  improving  cooperation  among  tax  authorities  within  the  provincial  govemncient  and  among  levels  of 

government  to  enforce  tax  compliance;  ' 
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e)  emphasizing  cooperative  efforts  with  other  levels  of  government  in  identifying  underground  economic 
activities;  and 

0  devising  special  enforcement,  reporting,  and  withholding  requirements  to  address  compliance  prob¬ 
lems  in  particular  areas  of  the  underground  economy. 

Strengthening  Ontario's  Role  in  Income  Tax  Policy 

1 1  Ontario  should  seek  amendments  to  the  federal-provincial  Tax  Collection  Agreements  that 
permit  it  to: 

a)  levy  its  tax  directly  on  the  income  base  rather  than  the  “tax-on-tax"  arrangement  currently  in  place; 

b)  determine  the  number  of  income  tax  brackets  and  the  rates  applicable  to  them  independently  of  the 
federal  government;  and 

c)  define  and  determine  the  value  of  its  own  tax  credits  independently  of  the  federal  government 

1 2  Ontario  should  seek  amendments  to  the  federal-provincial  Tax  Collection  Agreements  that  allow  both  levels 
of  government  to  determine  tax  expenditures  independently  by: 

a)  ensuring  they  are  in  the  form  of  tax  credits  rather  than  deductions,  exemptions,  or  exclusions  from  the 
base;  and/or 

b)  empowering  the  provincial  government  to  define  an  “adjusted  income”  base  that  would  enable  it  to 
add  items  back  into  its  base  that  the  federal  government  chooses  to  exclude. 

1 3  Ontario  should  seek  amendments  to  the  federal-provincial  Tax  Collection  Agreements  that  give  it  a  role  in 
income  tax  policy  and  administration  by; 

a)  providing  for  direct  input  by  the  provincial  government  into  the  audit  and  enforcement  activities  of  the 
federal  government  involving  Ontario  taxpayers;  and 

b)  institutionalizing  formal  consultation  in  advance  of  any  federal  decision  affecting  the  definition  of  the 
income  tax  base. 

Equality  of  Women  and  Men 

14  To  continue  the  recognition  in  the  tax  system  of  the  economic  independence  of  men  and  women,  the  indi¬ 
vidual  should  be  retained  as  the  unit  of  taxation  in  both  the  federal  and  provincial  income  tax  systems. 

15  If  Ontario  gains  more  control  over  its  personal  income  tax  system  through  amendments  to  the  federal- 
provincial  Tax  Collection  Agreements,  Ontario  should  eliminate  the  marital  credit  and  redirect  the  funds 
through  a  reformed  credit  system. 

1 6  Ontario  should  seek  the  agreement  of  the  federal  government  to  abolish  the  deduction  for  child  support 
and  alimony  payments  in  the  personal  income  tax.  These  payments  should  not  be  taxable  in  the  hands  of 
the  recipient 

The  Role  of  the  Tax  System  in  Social  Policy 

1 7  Ontario  should  consolidate  the  adult  components  of  the  Ontario  property  and  sales  tax  credits  and  the 
Ontcirio  Tax  Reduction  program  into  a  new  eind  simplified  Ontario  Tax  Assistance  Credit  The  credit  should 
be  refundable,  delivering  its  maximum  benefit  to  adults  below  a  specified  family  income  level  and  declin¬ 
ing  as  income  rises. 

1 8  The  current  system  of  tax-delivered  assistance  to  fcimilies  with  children  through  the  Ontario  Tax  Reduction 
and  the  sales  tax  credit  should  be  rationalized  into  am  Ontario  child  tax  credit.  The  credit  would  be  refund¬ 
able  amd  provide  a  declining  benefit  as  family  income  rises. 

19  If  Ontario  gains  more  control  over  its  personal  income  tax  system  through  amendments  to  the  federal- 
provincial  Tax  Collection  Agreements,  the  equivalent-to-mairried  credit  should  be  eliminated  and  replaced 
with  a  supplement  to  the  child  tax  credit  that  would  provide  benefits  to  single  parent  families. 

20  If  Ontario  establishes  an  income-tested  child  benefit  prograim  which  provides  benefits  to  low-income  fami- 
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lies  regardless  of  the  source  of  their  income,  Ontario  should  not  implement  the  child  tax  credit  proposed  in 
recommendation  18.  The  assistance  to  families  with  children  currently  delivered  through  the  tax  system, 
through  the  Ontario  Tax  Reduction  and  the  sales  tax  credit,  should  be  eliminated  and  the  additional  rev¬ 
enue  used  to  augment  the  benefits  delivered  under  the  child  benefit  program. 

21  If  Ontcirio  gains  more  control  over  its  personal  income  tax  system  through  amendments  to  the  federal- 
provincial  Tax  Collection  Agreements,  Ontario  should  eliminate  the  child  care  expense  deduction  and  use 
the  revenue  recovered  in  direct  program  spending  for  child  care. 

22  If  Ontario  gains  more  control  over  its  personal  income  tax  system  through  amendments  to  the  federal- 
provincial  Tax  Collection  Agreements,  Ontcirio  should  eliminate  the  disability  tax  credit  and  replace  it  with 
a  flat  rate,  taxable  benefit  payable  to  all  persons  with  disabilities. 

23  If  Ontario  gains  more  control  over  its  personal  income  tax  system  through  amendments  to  the  federal- 
provincial  Tax  Collection  Agreements,  Ontario  should  eliminate  the  credit  for  disability-related  medical  ex¬ 
penses  cind  the  deduction  for  attendant  care.  In  their  place,  Ontario  should  establish  a  program  outside  the 
tax  system  to  subsidize  the  cost  of  attendant  care  or  medical  expenses  for  piersons  with  a  disability. 

24  If  Ontario  gains  more  control  over  its  personal  income  tax  system  through  amendments  to  the  federal- 
provincial  Tax  Collection  Agreements,  Ontario  should  eliminate  the  age  tax  credit  and  replace  it  with  a 
seniors  tax  credit.  This  credit  should  be  refundable  and  provide  a  declining  benefit  as  family  income  rises. 

25  If  Ontario  gains  more  control  over  its  personal  income  tax  system  through  amendments  to  the  federal- 
provincial  Tax  Collection  Agreements,  Ontario  should  eliminate  the  pension  income  credit  The  revenue  re¬ 
covered  by  eliminating  this  credit  should  be  used  to  increase  the  value  of  the  seniors  tax  credit. 

26  The  maximum  retirement  benefit  eligible  for  tax  assistance  through  the  deduction  for  contributions  to  regis¬ 
tered  pension  plans  and  Registered  Retirement  Savings  Plans  in  the  personeil  income  tax  and  the  deduction 
of  contributiorrs  in  the  corporate  income  tax  is  currently  2.5  times  the  average  industrial  wage.  Ontario 
should  seek  the  agreement  of  the  federal  government  to  reduce  this  limit  to  1.5.  This  lower  limit  should  be 
phased  in  by  freezing  the  pension  maximum  and  corresponding  contribution  limits  at  current  levels  until 
the  maximum  pension  and  corresponding  limits  are  equivalent  to  1.5  times  the  average  industrial  wage. 
Thereafter,  contribution  limits  should  be  indexed  to  maintain  the  ratio. 

27  Ontario  should  seek  the  agreement  of  the  federal  government  to  convert  the  deductions  for  contributions  to 
registered  pension  plans  and  RRSPs  in  the  personal  income  tax  and  corporate  income  tax  to  tax  credits. 
Withdrawals  from  plans  should  continue  to  be  taxed  as  ordinary  income. 

Taxation  of  Dividends  and  Capital  Gains 

28  Ontario  should  discuss  with  the  federal  government  the  effectiveness  and  fairness  of  the  dividend  tax  credit 
with  a  view  to  eliminating  or  restructuring  the  credit,  subject  to  appropriate  measures  to  ensure  that  small 
business  income  is  subject  to  the  szime  amount  of  tax  whether  it  is  earned  directly  through  self-employment 
or  a  partnership,  or  indirectly  through  a  Canadiem-controlled  private  corporation. 

29  Ontario  should  seek  the  agreement  of  the  federal  government  to  end  the  exclusion  of  25  per  cent  of  capital 
gains  from  taxable  income.  Similarly,  all  capital  gains  should  be  included  in  corporate  income  for  corpo¬ 
rate  income  tax  purposes. 

30  Ontario  should  seek  the  agreement  of  the  federal  government  to  abolish  both  the  $100,000  general  lifetime 
exemption  for  capital  gains  and  the  special  $500,000  lifetime  exemptions  for  farming  and  small  business  as¬ 
sets.  If  the  federal  government  does  not  agree  to  make  the  changes  at  the  federal  level,  Ontario  should 
make  the  changes  in  the  Ontario  income  tax. 

The  Income  Tax  Rate 

31  If  Ontario  gains  more  control  over  its  personal  income  tax  system  through  amendments  to  the  federal- 
provincial  Tax  Collection  Agreements,  Ontcirio  should  adopt  a  personal  income  tax  rate  schedule  with  the 
following  features; 
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•  a  basic  personal  credit  determined  by  multiplying  the  lowest  Ontario  personal  income  tax  rate  by  the 
basic  personal  amount  in  the  federal  personal  income  tax; 

•  a  rate  schedule  that  is  graduated  over  the  middle-income  range; 

•  a  top  marginal  rate  which  would  result  in  a  combined  federal/provincial  top  marginal  rate  of  no  more 
than  60  per  cent  and  which  would  apply  to  annual  taxable  income  in  excess  of  $250,000;  and 

•  no  more  than  10  tax  brackets. 

Taxation  of  Wealth 

32  Ontario  should  seek  the  agreement  of  the  federal  government  and  the  other  provinces  to  establish  a  nation¬ 
al  wealth  transfer  tax.  This  tax  should  be  fully  comprehensive  and  should  apply  to  gifts  as  well  as  transfers  at 
death.  The  tax  should  exempt  spousal  transfers.  It  should  have  a  generous  exemption  level  but  should  con¬ 
tain  no  credit  for  capital  gains  taxes  on  deemed  dispositions. 

33  If  a  wealth  transfer  tax  is  implemented  which  generates  additional  revenue  for  the  Government  of  Ontario. 
Ontario’s  probate  fee  should  be  levied  as  a  user  fee  at  a  flat  rate,  rather  than  as  a  percentage  of  the  estate. 

Corporate  Taxation  in  a  Fair  Tax  System 

34  Ontario  should  maintain  effective  rates  of  tax  on  business  at  approximately  their  current  levels  relative  to 
other  jurisdictions,  given  the  evidence  with  respect  to: 

•  effective  tax  rates  in  competing  jurisdictions, 

•  the  impact  of  effective  tax  rates  on  business  location  decisions,  and 

•  the  shifting  of  corporate  taxes  to  employees,  consumers,  and  investors. 

35  It  would  be  desirable  in  principle  to  change  the  composition  of  taxes  on  business  by  increasing  taxes  based 
on  profitability  and  decreasing  taxes  that  are  not  sensitive  to  profit.  However,  the  fact  that  the  corporate  in¬ 
come  tax  base  can  move  from  country  to  country  in  response  to  statutory  tax  rate  differentials  means  that  it 
is  unlikely  that  increased  revenue  could  be  raised  through  higher  corporate  income  tax  rates.  The  Ontario 
government  should  consider  the  potential  for  tax  base  mobility  when  setting  corporate  income  tax  rates. 

36  Ontario  should  seek  agreements  with  the  federal  and  provincial  governments  to  minimize  interprovincial 
tax  competition.  Agreements  should  provide  for  such  measures  as; 

•  consolidated  taxation  in  which  the  tax-paying  unit  would  include  all  the  Canadian  members  of  a  cor¬ 
porate  group;  and 

•  minimum  provincial  corporate  tax  rates. 

37  National  and  subnational  jurisdictions  face  constraints  in  their  ability  to  tax  the  income  of  multinational  cor- 
prorations.  While  respecting  those  constraints  in  establishing  its  own  policy,  Ontario  should  urge  the  federal 
government  to  play  an  active  role  in  promoting  initiatives,  such  as  international  tax  agreements,  to  ensure 
that  the  income  of  multinational  corporations  is  taxed  fairly. 

38  Ontario  should  not  attempt  to  use  its  corporate  tax  ^em  as  a  rhechanism  for  delivering  incentives  that  are 
more  generous  than  those  offered  in  the  federal  ^em.  Corporate  tax  deductions  in  Ontario  which  are 
either  in  addition  to  federal  deductions  or  accelerated  compared  with  federal  deductions  should  be  elimi¬ 
nated. 

39  In  addition  to  the  criteria  applicable  to  tax  e3q)enditures  generally,  tax  expenditures  designed  to  further  gen¬ 
eral  economic  development  goals  should  meet  the  same  criteria  that  apply  to  economic  development  pro¬ 
grams  delivered  outside  the  tax  system: 

a)  Subsidies  should  be  focused  on  desired  activities  or  behaviours,  not  on  sectors,  types  of  companies,  or 
size  of  businesses. 

b)  The  activities  or  behaviours  tcugeted  must  be  defined  and  measured  easily. 

c)  TTie  incentives  given  should  be  Icu^e  enough  to  result  in  changed  corporate  decisions. 

d)  The  subsidy  programs  must  be  simple  to  understand  and  transparent  for  both  companies  and  the 
administrative  authorities. 
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e)  To  limit  the  potential  for  abuse,  tax  incentives  in  the  form  of  non-refundable  credits  should  not  be  trad¬ 
able  among  firms  but  rather  should  be  restricted  to  the  recipient  company. 

f)  All  subsidy  programs  should  be  reviewed  in  depth  with  potential  recipient  firms  for  their  likely  impact 
on  behaviour  before  they  are  introduced. 

40  Ontario  should  eliminate  the  bias  in  the  corporate  income  tax  against  income  generated  in  service  indus¬ 
tries  by  removing  the  preferential  rate  for  profits  from  manufacturing  and  processing. 

Taxation  of  Small  Business  and  Cooperatives 

41  Ontario  should  maintain  a  tax  rate  lower  than  the  general  corporate  tax  rate  for  the  first  $200,000  of  small 
business  income.  The  small  business  rate  should  be  adjusted  periodically  to  ensure  equal  tax  treatment  of 
small  business  income  received  by  individuals  that  has  been  earned  through  either  an  incorporated  or  an 
unincorporated  business. 

42  Ontario  should  retain  the  exemption  and  graduated  set  of  flat  rates  for  the  Ontario  capital  tax  in  its  current 
form. 

43  Ontario  should  encourage  the  federal  and  provincial  governments  to  consider  the  ownership  and  govern¬ 
ing  structure  of  cooperatives  when  developing  tax  policy,  programs,  and  legislation. 

Programs  should  be  structured  so  that; 

a)  the  requirements  can  be  met  as  easily  by  cooperatives  as  by  other  enterprises,  and 

b)  the  benefits  are  equally  available  to  cooperatives  and  other  enterprises. 

44  Ontario  should  amend  the  worker  ownership  component  of  the  Ontario  Investment  and  Worker  Ownership 
Program  to  permit  employees  to  operate  a  worker-owned  enterprise  as  a  cooperative. 

45  Ontario  should  ensure  that  property  held  by  not-for-profit  housing  cooperatives  be  assessed  on  the  same 
basis,  whether  they  own  or  lease  the  land. 

Ontario  should  amend  the  Land  Transfer  Tax  Act  to  ensure  that  it  is  not  applied  to  the  value  of  the  building 
of  a  newly  developed  housing  cooperative  when  the  land  and  the  building  originate  with  different  corpora¬ 
tions. 

Payroll  Taxation 

46  Ontario  should  eliminate  the  graduated  rate  structure  for  its  existing  payroll  tax  and  replace  it  with  a  uni¬ 
form  rate  of  tax  based  on  all  remuneration. 

47  Ontario  should  establish  a  new  method  of  calculating  remuneration  for  payroll  tax  purposes  for  owner-man¬ 
agers  of  corporations  and  self-employed  individuals.  For  owner-managers  of  corporations,  remuneration 
above  an  exemption  level  up  to  a  threshold  amount,  whether  in  the  form  of  salary  or  dividends,  should  be 
fully  taxable.  Above  this  threshold  amount,  a  portion  of  remuneration  would  be  excluded  from  the  base  as 
an  allowance  for  the  owner-manager’s  return  on  capital.  For  self-employed  individuals,  a  portion  of  remu¬ 
neration  above  the  threshold  amount  would  be  excluded  from  the  base  as  an  allowance  for  the  return  on 
capital  included  in  earnings. 

48  Ontario  should  seek  the  agreement  of  the  federal  government  to  make  payroll  taxes  fully  deductible  for  cor¬ 
porate  income  tax  purposes. 

Resource  Taxation 

The  Ontario  Mining  Tax  should  be  changed  from  its  current  format  as  a  tax  on  profits  to  one  on  cash  flow, 
which  would; 

a)  allow  for  the  immediate  deduction  of  all  capital  and  operating  expenditures: 

b)  provide  for  any  expenditures  not  deducted  in  the  current  period  to  be  carried  forward  with  an  in¬ 
vestment  allowance  for  deduction  in  future  periods;  and 

c)  exclude  any  further  deduction  for  depreciation  or  interest. 
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Since  these  features  allow  full  credit  for  returns  on  processing  assets,  there  would  be  no  justification  for  the 
processing  allowance  provided  for  in  the  current  tax  format. 

50  The  resource  allowance  in  the  Ontario  corporate  income  tax  should  be  restricted  to  the  lesser  of  resource 
taxes  actually  paid  and  25  per  cent  of  resource  profits. 

51  In  establishing  rates  of  tax  on  cash  flow  in  the  mining  industry,  Ontario  should  monitor  closely  world  eco¬ 
nomic  conditions  in  the  province’s  key  mineral  sectors  to  ensure  that  Ontario  generates  the  maximum  rev¬ 
enue  possible  from  the  underlying  value  of  the  mineral  resources  consistent  with  the  need  to  maintain  the 
long-term  viability  of  the  industry. 

Ontario  should  set  the  initial  rate  of  the  tax  on  cash  flow  to  generate  a  long-term  revenue  yield  -  after  allow¬ 
ing  for  any  additional  incentives  for  exploration,  research,  and  environmental  costs  -  equivalent  to  the  yield 
of  the  current  tax  on  profits. 

52  A  mining  tax  based  on  a  cash  flow  format  should  not  provide  for. 

a)  exemptions  for  cash  flow  below  a  threshold  or  on  any  basis;  or 

b)  tax  holidays  for  new  mines  or  on  any  other  basis. 

53  Ontario  should  explore  further  the  potential  role  for  a  tax  on  cash  flow  in  enhancing  Ontario’s  return  from 
its  forestry  wealth. 

54  Ontario  should  increase  its  reliance  on  auctions  of  forest-harvesting  rights  to  recover  the  public  value  of  for¬ 
est  products  until  such  time  as  a  cash  flow  tax  can  be  introduced. 

55  Regeneration  costs  borne  by  the  forestry  operation  should  be  deductible  from  the  cash  flow  base. 
Regeneration  costs  borne  by  the  government  should  be  a  charge  against  cash  flow  prior  to  the  application 
of  the  tax. 

56  Ontario  should  revise  the  system  of  area  charges  for  forestry  to  reflect  the  cost  of  holding  forest  land  out  of 
alternative  uses  such  as  recreation  and  to  reflect  costs  of  administration  and  forest  maintenance. 

Retail  Sales  Tax 

57  Ontario  should  broaden  the  base  of  the  retail  sales  tax  to  include  all  goods  and  services  with  limited  exemp¬ 
tions. 

58  Ontario  should  exempt  all  business  inputs  from  the  retail  sales  tax. 

59  Ontario  should  replace  its  current  singlestage  sales  tax,  levied  only  at  the  final  point  of  sale  at  the  retail 
level,  with  a  multistage  sales  tax  levied  on  all  transactions  with  full  credit  for  tax  paid  on  business  inputs. 

60  Given  the  existence  of  a  comprehensive  sales  tax  at  the  federal  level,  Ontario  should  harmonize  its  retail 
sales  tax  with  a  national  sales  tax  modelled  on  the  federal  Goods  and  Services  Tax.  This  would  involve 
accepting  the  basic  structure  of  the  GST  as  a  multi-stage  sales  tax  or  value-added  tax,  with  the  following  pro¬ 
visions: 

a)  an  exemption  for  health  care  services,  fincincial  services,  education  services,  child  care  services,  per¬ 
sonal  care  services,  legal  aid,  resale  of  homes,  and  residential  rents;  and 

b)  zero-rating  for  basic  groceries,  prescription  drugs,  medical  services,  transportation  services,  and  public 
transit  services. 

In  negotiating  its  participation  in  a  national  series  tax  system,  Ontario  should; 

•  examine  approaches  to  making  prepared  foods  purchased  in  convenience  and  grocery  stores  taxable; 
and 

•  explore  the  options  for  including  financial  services  in  the  tax  base. 

61  Ontario  should  require  joint  administration  of  the  harmonized  sales  tax,  which  would  provide  for 

a)  joint  establishment  of  all  aspects  of  sales  tax  policy,  with  the  exception  of  rates; 

b)  establishment  of  tax  rates  by  each  government  independently; 

c)  formal  provincial  involvement  in  the  administration  of  the  tax.  This  involvement  would  be  accom¬ 
plished  through  recognition  of  a  clearly  specified  provincial  role  in  the  administration  of  the  joint  tax; 
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provincial  administration  of  the  joint  tax;  or  establishment  of  an  independent  federal/provincial 
agency  for  the  administration  of  the  joint  tax. 

62  Ontario  should  not  increase  retail  sales  tax  rates  on  selected  luxury  items  or  introduce  a  distinct  excise  tax 
on  luxury  items. 

The  Role  of  Taxes  in  Protecting  the  Environment 

63  Ontario  should  increase  its  reliance  on  tax-related  economic  instruments  directed  towards  pollution  con¬ 
trol.  Ontario  should  establish  pollution  taxes  on  substances  selected  from  generally  recognized  pollutants  or 
lists  of  recognized  pollutants,  such  as; 

•  the  Primary  List  of  substances  for  ban  or  phase-out  maintained  by  the  Ontario  Ministry  of  Environment 
and  Energy, 

•  the  Ministry  of  Environment  and  Energy  Secondary  list;  or 

•  the  National  Pollutant  Release  Inventory. 

Such  pollution  taxes  should  apply  to  all  discharges,  whether  into  water  (including  sewers),  land,  or  air. 

Such  taxes  should  increase  with  the  quantity  of  pollution  and  vary  with  the  risks  associated  with  the  dis¬ 
charge  of  each  substance. 

In  determining  the  appropriate  mix  of  tax,  regulation,  and  other  instruments,  Ontario  should  consider  the 
extent  to  which  the  tax  can  be  applied  directly  to  the  activities  generating  the  pollution  and  the  potential 
impact  of  each  type  of  measure  on  industrial  activity. 

64  Ontario  should  introduce  a  tax  on  all  fossil  fuels  consumed  in  the  residential,  commercial  and  industrial, 
and  transportation  sectors  based  on  the  carbon  content  of  fossil  fuel  energy  inputs.  For  the  largest  sources 
of  carbon  dioxide  emissions,  carbon  dioxide  emission  limits  should  be  negotiated  and  established  through 
regulated  limits.  The  tax  should  apply  to  those  sources  only  if  they  fail  to  meet  agreed  emission  limits  within 
the  established  timetable. 

65  To  maintain  incentives  for  fuel  conservation  and  to  reflect  the  higher  environmental  costs  associated  with 
transportation  use,  Ontario  should  retain  a  rate  of  tax  on  transportation  fuels  higher  than  on  energy  con¬ 
sumed  in  other  sectors. 

66  Ontario  should  extend  the  Tax  for  Fuel  Conservation  to  light  trucks  and  vans  and  then  adjust  the  rates  to 
provide  a  stronger  incentive  to  purchase  fuel-efficient  vehicles. 

67  Ontario  should  establish  a  new  system  of  vehicle  registration  based  on  mileage,  vehicle  inspection  results, 
and  other  vehicle  characteristics  related  to  road  use,  such  as  weight.  Fees  raised  from  this  system  should 
replace  a  portion  of  the  revenue  currently  raised  from  transportation  fuel  taxes.  Until  this  system  is  imple¬ 
mented,  transportation  fuel  taxes  should  remain  at  their  current  levels. 

68  Ontario  should  introduce  an  environmental  tax  on  all  ozone<lepleting  substances  used  in  the  province, 
whether  new  or  recycled.  The  government  should  ensure  that  the  tax  closely  complements  the  province’s 
existing  and  emerging  regulatory  framework. 

Environmental  Charges  for  Water  and  Sewer  Services  and  Solid  Waste 

69  User  fees  should  be  applied  for  water  and  sewer  services,  based  on  levels  of  consumption  and  costs  of  pro¬ 
viding  the  service.  Such  fees  should  apply  to  all  sectors  that  consume  these  services. 

Fees  for  water  and  sewer  services  should  include  a  fixed  amount  to  account  for  the  costs  of  capital  re¬ 
placement,  and  a  variable  amount  that  reflects  consumption. 

To  improve  efficiency  and  to  provide  incentives  for  resource  conservation,  the  user  fee  system  should  incor¬ 
porate  such  features  as  peak-load  pricing,  seasonal  pricing,  and  surcharges  for  hard-to-treat  industrial, 
commercial,  and  institutional  waste. 

User  fee  ^ems  should  include  such  options  as  reduced,  flat,  or  constant  unit  rates  up  to  a  minimum  level 
of  consumption,  subsidized  rates  for  basic  service,  and  exemptions  for  low-income  consumers  to  ensure 
that  higher  fees  for  sewer  and  water  services  do  not  bar  low-income  families  from  access  to  those  services. 
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70  Ontario  should  expand  the  application  of  user  fees  for  both  residential  and  non-residential  solid  waste. 

71  User  fee  rates  for  solid  waste  in  the  residential  sector  should  reflect  all  costs  associated  with  the  collection 
and  disposal  of  solid  waste,  including  the  environmental  costs  generated  by  waste  collection  and  disposal. 
Fees  should  vary  with  the  amount  of  waste  generated.  Where  possible,  fees  for  residential  solid  waste 
should  increase  with  weight 

To  ensure  broad  access  to  solid  waste  collection  and  disposal  services,  user  fee  structures  should  provide 
for  reduced  rates  for  basic  service,  and  special  reduced  rates  for  low-income  consumers. 

72  Ontario  should  establish  a  regulatory  and  fee  framework  to  ensure  that  prices  charged  for  solid  waste  col¬ 
lection  and  disposal  in  the  industrial,  commercial,  and  institutional  sector  provide  incentives  for  waste 
reduction. 

73  Ontario  should  introduce  a  broad-based  system  of  environmental  excise  taxes  on  food  and  beverage  con¬ 
tainers.  These  taxes  should  be  fully  refundable  for  containers  returned  for  reuse  and  partially  refunded  for 
containers  returned  for  recycling. 

Paying  for  Services:  Property  Taxes  in  a  Fair  Tax  System 

74  The  provincial  government  should  assume  responsibility  for  the  funding  of  education  to  a  provincial  stan¬ 
dard,  allocating  funds  to  school  boards  based  on  per  student  cost,  student  needs,  and  community 
characteristics  which  affect  education  costs,  such  as  poverty  and  language. 

75  Ontario  should  replace  the  local  residential  property  tax  as  a  source  of  core  funding  for  education  with 
funds  raised  from  provincial  general  revenues. 

76  Ontario  should  eliminate  the  local  education  levy  on  commercieil  and  industrial  property. 

77  Ontario  should  permit  school  boards  to  raise  funds  to  support  local  discretionary  spending  through  a  local 
levy  on  the  residential  property  tax  base.  The  amount  of  this  local  levy  for  each  board  should  be  restricted 
to  a  fixed  percentage  -  not  greater  than  10  per  cent  -  of  the  total  amount  of  provincial  funding  provided  to 
that  board 

78  Ontario  should  assume  full  responsibility  for  funding  general  welfare  assistance  cmd  provincially  mandated 
services  to  children. 

79  a)  To  ensure  that  municipal  governments  do  not  eliminate  property  tax  savings  resulting  from  reform  in 

the  funding  of  education  and  social  services  by  raising  municipal  tax  rates,  those  tax  rates  should  be 
subject  to  provincial  regulation  during  a  transitional  period, 
b)  Ontario  should  establish  a  base  year  municipal  tax  rate,  which  excludes  taxes  attributable  to  services 
no  longer  funded  from  property  taxes,  and  should  limit  municipal  tax  rate  increases  to  a  provincial 
standard  increase,  subject  to  appeal.  In  addition,  municipral  governments  should  be  required  to  dis¬ 
close  on  their  tax  bills  any  increases  in  tax  relative  to  this  revised  base  year  tax  rate. 

80  Ontario  should  require  that  municipalities  levy  user  fees  for  sewer  and  water  services.  Assessment-based 
charges  for  water  and  sewer  services  should  be  replaced  by  metering  of  all  consumption.  Rat  rate  water 
charges  should  not  be  permitted. 

81  By  the  funding  of  pilot  projects  and  other  means,  Ontario  should  encourage  municipalities  to  levy  user  fees 
for  waste  collection. 

A  New  Basis  for  Property  Taxation 

82  Residential  assessment  of  individual  properties  for  local  taxation  purposes  should  be  based  on  the  follow¬ 
ing  factors: 

•  size  of  building, 

•  dimensions  of  lot,  and 

•  typ>e  of  building. 

Weighting  factors  used  in  combining  the  factors  of  size  of  building  and  dimensions  of  lot  for  each  type  of 
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building  should  be  designed  to  ensure  that  the  resulting  assessments  reflect  variations  in  the  value  of  prop¬ 
erties  in  their  current  use,  as  shown  in  their  rental  value. 

Weighting  factors  would  be  permitted  to  vary,  based  on  location,  subject  to  the  following  requirements: 

•  Without  differential  weighting  factors  based  on  location,  it  would  be  impossible  to  achieve  assess¬ 
ments  which  reflect  value  in  current  use. 

•  Assessment  areas  could  not  be  smaller  than  geographically  contiguous  areas  which  carry  the  same 
zoning  designation  for  planning  purposes. 

83  Residential  tenants  should  be  made  aware  of  the  assessment  and  corresponding  property  taxes  that  apply 
to  the  property  they  occupy  and  that  are  reflected  in  their  rents.  Municipalities  should  be  required  to  send 
property  tax  notices  to  all  tenants,  informing  them  of  all  taxes  applicable  to  their  units. 

Administrative  mechanisms  should  be  developed  to  ensure  that  landlords  are  able  to  pass  on  increases  in 
property  tax  and  that  tenants  receive  full  credit  in  their  rents  for  any  reductions  in  property  tax  that  result 
from  reform  of  local  government  financing. 

Local  government  finance  reforms  affecting  residential  rental  property  should  not  be  implemented  until 
such  a  mechanism  has  been  developed. 

84  All  recreational  vehicles  and  trailers  located  permanently  in  a  campground  or  trailer  park  should  be 
assessed  as  residential  property.  Ixjcation  would  be  considered  permanent  if  the  mobility  of  the  vehicle  or 
trailer  is  impaired.  Vehicles  and  trailers  located  in  a  campground  or  trailer  park  for  more  than  30  days  and 
not  assessed  should  be  subject  to  a  monthly  fee.  The  fee  should  be  established  by  the  provincial  govern¬ 
ment  to  approximate  the  local  taxes  that  would  apply  if  the  structure  were  a  permanent  dwelling,  pro-rated 
to  a  monthly  amount. 

Fees  would  be  collected  by  the  operator  and  remitted  to  the  local  municipality  or  local  roads  board. 

85  Non-residential  property  should  be  assessed  on  the  basis  of  the  rental  value  of  the  property  -  the  price  that 
would  be  paid  for  property  of  that  class  and  type  for  the  right  to  employ  the  property  in  its  current  use. 

86  Statutory  assessment  rates  should  apply  to  non-residential  properties  whose  value  in  current  use  is  difficult 
to  determine. 

Railway,  pipeline,  and  electrical  transmission  rights  of  way  should  be  assessed  at  provincial  standard  unit 
rates  which  are  updated  on  a  regular  basis  as  assessed  values  generally  are  updated. 

Church  sanctuaries  and  cemeteries  should  be  assessed  at  a  standard  unit  rate. 

87  Vacant  land  should  be  assessed  based  on  the  preponderant  use  of  prop)erty  in  the  area.  Vacant  land  in¬ 
cludes  surface  parking  lots  zoned  for  other  purposes  and  unused  rights  of  way. 

Municipal  Taxation  Policy 

88  All  residential  property  should  be  assessed  on  the  same  basis  whether  the  property  is  occupied  by  an  owner 
or  a  tenant. 

89  Non-commercial  cottage  and  recreational  property  should  be  assessed  as  residential  property  and  be  sub¬ 
ject  to  local  municipal  taxes  on  exactly  the  same  basis  as  other  residential  property. 

90  Local  levies  for  education  should  apply  to  all  properties  assessed  and  taxed  for  municipal  purposes  as  resi¬ 
dential  property,  including  non-commercial  cottage  and  recreational  property. 

91  Ontario  should  allow  municipal  governments  to  establish  their  own  rates  of  tax  on  non-residential  property, 
subject  to  a  minimum  rate  of  tax  established  by  the  provincial  government. 

92  The  farm  residence  and  one  acre  of  land  should  be  assessed  and  fully  taxed  as  residential  property. 

93  Wetlands,  managed  forests,  and  farming  property  other  than  the  farm  residence  and  one  acre  should  be 
assessed  as  non-residential  property  based  on  its  value  in  current  use,  established  using  available  provincial 
data  on  soil  quality  and  productivity,  and  should  be  subject  to  locaj  non-residential  property  taxes. 

94  The  business  occupancy  tax  should  be  abolished  as  a  separate  form  of  taxation  of  non-residentiail  property. 
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Municipal  governments  should  have  explicit  powers  to  replace  the  revenue  forgone  from  residential  or  non- 
residential  property  taxes. 

95  To  replace  the  relief  provided  for  vacant  non-residential  properties  in  the  current  non- 

residential  and  business  occupancy  tax  systems,  the  local  non-residential  tax  rate  should  be  reduced  by  40 
per  cent  for  property  that  is  vacant. 

96  Ontario  should  develop  general  legislation  regarding  exemptions  from  local  property  taxes  and  should  re¬ 
peal  the  exemption  provisions  of  existing  private  legislation. 

Property  should  be  exempt  from  local  taxation  only  if  it  is  determined  that  the  owner  should  not  be 
required  to  pay  for  local  services  or  if  there  is  a  public  policy  rationale  for  linking  a  subsidy  directly  to  the 
amount  of  property  tax  paid  on  the  property. 

Exemptions  should  be  based  on  the  nature  of  the  use  of  a  prop)erty  rather  than  on  the  characteristics  of  the 
owner  of  the  property. 

Municipal  governments  should  not  have  the  power  to  exempt  property  from  taxation. 

97  Crown  land  should  continue  to  be  exempt  from  local  property  taxation,  but  should  be  subject  to  full  pay¬ 
ment  by  the  province  in  lieu  of  all  local  property  taxes,  based  on  the  assessment  of  similar  property.  Roads 
and  highways  should  not  be  subject  to  taxation  or  to  payments  in  lieu  of  taxes. 

98  The  exemption  from  local  property  taxation  for  “property  held  in  trust  for  a  bcmd  or  body  of  Indians”  should 
be  restricted  to  reserve  lands  and  other  lands  for  which  municipal  services  are  not  provided. 

99  Public  hospitals  and  public  educational  institutions  should  continue  to  be  exempt  from  local  property  taxa¬ 
tion.  Formula  payments  in  lieu  of  taxes  based  on  the  number  of  beds  or  the  number  of  students  should  be 
eliminated  and  replaced  by  full  payment  in  lieu  of  taxes  by  the  province  based  on  the  assessment  of  similar 
property. 

1 00  The  exemption  from  local  property  taxation  for  Children’s  Aid  Societies  should  be  continued.  The  provin¬ 
cial  government  should  make  payments  in  lieu  of  taxes  for  Children’s  Aid  Societies. 

101  The  property  of  lower-tier  (local)  municipalities  and  school  boards  located  within  their  geographic  jurisdic¬ 
tion  should  be  exempt  from  local  property  taxes.  Property  of  upper-tier  municipalities  (regional,  district, 
and  metropolitan  municipalities  and  counties),  other  than  roads,  highways,  and  public  transit  rights  of  way, 
should  be  subject  to  local  property  taxes. 

1 02  The  local  property  tax  exemptions  for  public  libraries  and  agricultural  and  horticultural  societies  should  be 
restricted  to  property  owned  and  operated  by  a  municipal  government  or  an  agency  of  a  municipal  govern¬ 
ment  and  located  within  the  municipality. 

1 03  The  local  property  tax  exemptions  should  be  eliminated  for  property  owned,  occupied,  and  used  by:  the 
Boy  Scouts  Association;  the  Canadian  Girl  Guides  Association;  private  reform  schools  and  orphanages; 
charitable  organizations  for  the  relief  of  the  poor,  the  Canadiciri  Red  Cross  Society,  and  the  St  John 
Ambulance  Association. 

1 04  The  local  property  tax  exemptions  for  churches,  cemeteries,  and  religious  and  educational  seminaries 
should  be  eliminated. 

1 05  The  local  prop>erty  tax  exemption  for  battle  sites  should  be  eliminated. 

1 06  Other  local  property  tax  exemptions  should  be  limited  to  property  owned  and  used  by  institutions  of  provin¬ 
cial  interest  or  importance.  The  provincial  government  should  make  full  payments  in  lieu  of  taxes  for  all 
such  exempt  property.- 

1 07  The  following  transitional  rules  should  apply  to  the  repeal  of  existing  exemptions  from  property  taxation: 

a)  After  advance  notice  of  one  year,  there  should  be  a  phase-in  period  of  up  to  five  years  to  pemriit  taxpay¬ 
ers  to  adjust. 

b)  Exemption  policies  should  only  be  changed  following  the  introduction  of  assessment  based  on  value 
in  current  use  for  commercial  and  industrial  properties  and  unit  value  assessment  for  residential  prop¬ 
erties. 
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c)  Special  statutory  assessment  rates  should  be  established  for  exempt  properties  for  which  it  is  impossi¬ 
ble  to  determine  a  value  in  current  use,  such  as  the  portion  of  church  property  used  as  a  sanctuary. 

d)  Properties  such  as  cemeteries  which  are  supported  by  fixed  endowments  based  on  tax  exempt  status 
should  continue  to  be  exempt.  New  cemeteries  established  after  the  change  in  policy  should  be  tax¬ 
able. 

1 08  The  special  local  property  tax  exemption  for  mining  buildings  and  machineiy  located  underground  should 
be  eliminated.  Any  building,  machinery,  or  equipment  that  would  be  taxable  if  located  on  the  surface 
should  be  taxable  if  located  underground. 

1 09  The  exemption  from  local  property  taxation  for  up  to  20  acres  of  forestry  land  attached  to  a  farm  (a  wood 
lot)  should  be  eliminated.  Such  property  should  be  assessed  amd  taxed  based  on  its  value  in  use  as  a  wood 
lot 

no  Provided  a  unit  value  residential  assessment  system  is  adopted,  in  which  assessments  of  individual  proper¬ 
ties  of  the  same  type  and  in  the  same  geographic  area  vary  only  with  differences  in  physical  dimensions, 
exemption  from  local  property  taxation  for  modifications  to  property  for  the  accommodation  of  elderly  or 
disabled  residents  should  be  eliminated;  any  appropriate  assistance  should  be  provided  through  direct 
spending  programs. 

Making  the  Local  Financial  System  Work  Better 

m  Ontario  should  limit  provincial  grants  and  subsidies  to  municipal  governments  in  areas  of  local  jurisdiction 
to; 

a)  areas  in  which  the  province  wishes  to  increase  local  spending  because  such  spending  generates 
spillover  benefits  outside  the  local  area  or  in  the  province  generally;  and 

b)  cireas  in  which  it  is  considered  appropriate  that  the  province  guarantee  the  availability  of  a  basic  level 
of  service,  regardless  of  local  fiscal  capacity. 

Grants  intended  to  increase  levels  of  local  q^ending  on  programs  that  generate  benefits  for  people  who  live 
outside  the  local  area  (spillover  benefits)  should  be  designed  to  provide  assistance  for  spending  above  min¬ 
imum  levels  rather  than  matching  funding  from  the  first  dollar  spent. 

112  Ontario’s  subsidy  programs  for  municipal  governments  should  be  targeted  to  deal  with  factors  that  limit  the 
ability  of  municipalities  to  provide  access  to  adequate  local  services  at  reasonable  cost.  These  programs 
should  focus  on  particular  local  services;  should  be  based  on  factors  such  as  climate,  geography,  and  den¬ 
sity  of  population;  and  should  be  designed  to  respond  to  emergency  situations,  such  as  the  closure  of  a 
business  vital  to  the  local  revenue  base. 

To  ensure  that  assistance  is  available  only  to  offset  excessive  local  tax  burdens  required  to  fund  minimum 
standard  services,  subsidies  under  such  programs  should  vary  based  on  local  fiscal  capacity  -  the  ability  of 
the  municipality  to  raise  revenue  to  pay  for  those  programs  while  imposing  a  reasonable  burden  on  local 
taxpayers. 

Local  fiscal  capacity  should  be  measured  separately  for  the  residential  and  non-residential  sectors.  For  the 
non-residential  sector,  local  fiscal  capacity  should  be  measured  using  assessment,  adjusted  by  equalization 
factors  so  that  it  is  measured  on  the  same  basis  throughout  Ontario.  For  the  residential  sector,  local  fiscal 
capacity  should  be  measured  based  on  residential  property  taxes  paid  by  residents  of  the  municipality  as  a 
proportion  of  the  total  income  of  all  households  in  the  municipality. 

Subsidies  should  equalize  the  impact  on  household  incomes  in  the  municipality  of  residential  property 
taxes  required  to  support  a  particular  service,  after  allowing  for  local  revenue  from  the  application  of  a  stan¬ 
dard  effective  rate  of  tax  on  commercial  and  industrial  properties  and  after  allowing  for  revenue  from  the 
taxation  of  residential  property  used  by  non-residents. 

113  Each  local  (lower-tier)  municipality’s  share  of  county,  regional,  district,  or  metropolitan  (upper-tier)  costs 
should  be  based  on  its  share  of  total  residential  and  non-residential  assessment. 

Residential  and  norwesidential  assessment  would  be  measured  on  a  consistent  basis  throughout  the  upper- 
tier  area.  The  share  of  each  lower-tier  municipality  would  be  determined  as  follows: 
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a)  The  weighted  average  rate  of  tax  on  residential  property  in  the  upper-tier  area  in  the  previous  year 
would  be  calculated  by  dividing  total  residential  property  taxes  levied  for  upper-tier  purposes  by  all 
municipalities  in  the  upper-tier  area  by  total  residential  assessment  in  the  upper-tier  area. 

b)  The  weighted  average  rate  of  tax  on  non-residential  property  in  the  upper-tier  area  in  the  previous  year 
would  be  calculated  by  dividing  total  non-residential  property  taxes  levied  for  upper-tier  purposes  by 
all  municipalities  in  the  upper-tier  area  by  total  non-residential  assessment  in  the  upper-tier  area. 

c)  Residential  assessment  would  be  multiplied  by  the  weighted  average  rate  of  tax  on  residential  property 
as  calculated  above. 

d)  Non-residential  assessment  would  be  multiplied  by  the  weighted  average  rate  of  tax  on  non-residential 
property  as  calculated  above. 

e)  The  share  of  each  municipality  would  be  calculated  by  adding  the  figures  obtained  in  (c)  and  (d) 
above  and  dividing  by  total  residential  and  non-residential  property  taxes  for  upper-tier  purposes  in  the 
upper-tier  area  in  the  previous  year. 

Once  the  share  of  each  lower-tier  municipality  is  determined  in  this  fashion,  lower-tier  municipalities  would 
determine  the  mix  of  residential  and  non-residential  property  taxes  used  to  raise  the  required  revenue  in 
accordance  with  their  own  taxation  policies. 

114  Development  charges  for  education  should  be  eliminated,  and  the  infrastructure  costs  associated  with  edu¬ 
cation  should  be  funded  from  provincial  general  revenues. 

Municipal  development  charges  should  not  apply  to  infrastructure  development  that  is  related  solely  to  the 
total  population  of  the  municipality,  irrespective  of  its  location  within  the  municipality,  and  should  apply 
only  to  costs  that  would  not  be  recovered  from  increased  prop>erty  taxes  on  the  new  development. 

Provincial  Property  Taxation 

115  Ontario  should  establish  a  provincial  property  tax  on  commercial  and  industrial  property,  levied  at  a  uni¬ 
form  effective  rate  across  the  province,  to  replace  the  revenue  raised  by  the  local  education  le'/y  on  non-res¬ 
idential  property  and  the  education  share  of  the  business  occupancy  tax. 

116  The  provincial  commercial  and  industrial  tax  should  be  levied  on  the  assessed  value  of  commercial  and  in¬ 
dustrial  property  as  established  for  municipal  taxation  purposes  and  equalized  to  a  common  base  across 
Ontario. 

117  The  provincial  commercial  and  industrial  property  tax  should  apply  to  all  non-residential  property  which  is 
used  for  a  business  purpose.  Property  owned  by  a  non-profit  organization  and  used  for  a  non-profit  or  chari¬ 
table  purpose  should  be  exempt  from  the  provincial  commercial  and  industrial  property  tax. 

118  Provincial  policy  towards  the  taxation  of  farming  should  be  reformed  as  follows: 

a)  Farming  property  should  be  exempt  from  the  provincicd  commercial  and  industrial  property  tax  pend¬ 
ing  a  broader  review  of  the  economics  of  the  farming  industry  in  Ontario  and  the  policy  objectives  of 
government  with  respect  to  the  farming  industry. 

b)  The  Farm  Tax  Rebate  Program  should  be  abolished. 

119  The  rate  for  the  provincial  commercial  and  industrial  tax  should  be  set  to  generate  approximately  the  same 
amount  of  revenue  as  is  currently  raised  for  education  at  the  local  level  from  the  business  occupancy  tax 
and  the  norHesidential  property  tax. 

Reducing  Reliance  on  Regressive  Taxes 

1 20  Ontario  should  reduce  its  reliance  on  residential  property  taxes. 

121  Ontario  should  increase  its  reliance  on  revenue  from  personal  income  taxes. 
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1 22  Ontario  should  meet  the  additional  requirements  for  funding  resulting  from  reform  of  education  finance  and 
the  assumption  by  the  provincial  government  of  responsibility  for  funding  of  services  for  children  as  follows: 

Residential  ($  billions) 


Education  property  taxes 

4.600 

LESS  Loccil  levy 

0.727 

Grants  offset  (net) 

0.373 

Property  tcix  reduction 

3.500 

To  be  replaced  by 

PIT  rate  changes 

3.000 

Sales  tax  base 

0.300 

Payroll  tax  changes 

0.150 

Corporate  income  tax 
uniform  rate 

0.050 

Additional  revenue 

3.500 

Commercial  and  industrial  ($  billions) 

Education  property  taxes 

3.095 

LESS  Grants  offset  (net) 

0.251 

Local  property  tax  change 

2.844 

To  be  replaced  by 

Provincial  commercial  and 
industrial  teix 

2.844 

1 23  If  Ontario  gains  more  control  over  its  personal  income  tax  ^em  through  amendments  to  the  federal- 

provincial  Tax  Collection  Agreements,  it  should  raise  the  revenue  necessary  to  meet  the  tax  mix  objectives 
recommended  by  the  Fair  Tax  Commission  by  establishing  the  following  rate  schedule  and  credit  amounts: 
•  brackets  and  mai^inal  rates 


Taxable  Income  ($)  Rate  (%) 

10,000  and  under  10 

10,001-20,000  12 

20,001-29,590  14 

29,591^0,000  16 

40,001-50,000  18 

50,001-59,180  20 

59,181-80,000  22 

80,001-150,000  24 

150,001-250,000  26 

Over  250,000  28 


•  a  basic  personal  credit  with  the  amount  claimed  equal  to  the  federal  amount  and  the  credit  rate  equal 
to  the  lowest  Ontario  marginal  tax  rate. 

1 24  Refundable  credit  amounts  should  be  as  follows: 

•  an  Ontario  tax  assistance  credit  of  $500  per  adult  family  member  up  to  family  income  of  $18,000,  and 
reduced  at  a  rate  of  83  per  cent  of  income  in  excess  of  $18,000; 

•  an  additional  Ontario  tax  assistance  credit  of  $300  for  individuals  aged  65  and  over 

•  a  child  tax  credit  of  $600  for  the  first  child  and  $500  for  each  additional  child,  up  to  a  family  income  of 
$18,000  and  reduced  at  a  rate  of  7.5  per  cent  of  income  in  excess  of  $18,000; 

•  an  additional  credit  of  $400  for  the  first  child  in  a  single  parent  family. 

If  Ontario  establishes  an  income-tested  child  benefit  which  provides  benefits  to  families  with  children  re¬ 
gardless  of  the  family’s  source  of  income,  the  child  tax  benefit  should  be  eliminated  and  folded  into  this 
new  program. 

Tax  Considerations  in  Aboriginal  Self-government 

1 25  Ontario  should  declare  its  readiness  to  n^otiate  tax  harmonization  accords  with  aboriginal  governments 
and  to  help  develop  administrative  arrangements  to  facilitate  taxation  by  aboriginal  governments. 
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Implementation  and  Transition 

1 26  Ontario  should  proceed  with  proposed  changes  in  the  structure  of  its  income  tax  credit  system  at  its  earliest 
opportunity. 

1 27  Ontario  should  develop  a  coordinated  strategy  for  negotiating  with  the  federal  government  on; 

a)  changes  in  the  personal  income  tax  collection  agreement; 

b)  reform  in  the  tax  treatment  of  child  support  and  alimony, 

c)  reform  in  the  tax  treatment  of  income  from  capital; 

d)  sales  tax  hannonization; 

e)  wealth  transfer  taxation;  and 

0  a  framework  agreement  on  the  income  tax  treatment  of  federal,  provincial,  and  local  taxes  paid  by  cor¬ 
porations. 

These  chainges  should  be  part  of  general  negotiations  on  federal-provincial  fiscal  arrangements. 

1 28  Ontario  should  implement  the  recommended  changes  in  education  expenditure  allocation  and  in  the 
sources  of  revenue  for  education  as  a  package. 

An  education  finance  reform  package  must  also  include  a  mechanism  to  ensure  that  property  tax  reduc¬ 
tions  on  residential  rental  property  are  passed  on  to  tenants  and  must  enable  municipalities  to  set  tax  rates 
on  residential  and  non-residential  property  independently. 

1 29  Ontario  must  introduce  a  complete  framework  for  education  finance  at  the  beginning  of  the  transition  to  a 
new  funding  system. 

This  framework  should  include  the  expenditure  allocation  model,  the  shift  in  commercial  and  industrial 
taxation  responsibility  from  school  boards  to  the  province,  legislative  authority  for  the  discretionary  local 
levy  on  residential  property,  and  the  shift  in  primary  funding  responsibility  for  education  from  school 
boards  to  the  provinciail  government. 

1 30  The  education  portion  of  the  residential  property  tax  (other  than  the  limited  local  discretionary  levy)  should 
be  eliminated  at  the  beginning  of  the  phase-in  period. 

The  shift  from  local  non-residential  property  taxes  for  education  to  provincial  commercial  and  industrial 
taxation  at  a  uniform  rate  should  be  phased  in  over  a  five-year  period. 

131  Prior  to  the  beginning  of  the  transition  period  for  assessment  reform,  Ontario  should  implement  policy 
changes  dealing  with  local  tax  policy  flexibility,  with  sharing  the  costs  of  regional,  district,  and  metropolitan 
municipalities  and  counties  among  local  municipalities;  and  with  the  establishment  of  a  new  basis  for  dis¬ 
tributing  provincial  equalization  grants  among  municipalities. 

1 32  Transitional  and  implementation  mea^res  for  local  government  finance  reform  should  be  consistent  with 
the  following  criteria: 

a)  Transition  should  take  place  over  a  defined  period  of  time;  it  should  not  be  linked  to  an  event  such  as 
the  sale  of  property  (in  the  case  of  assessment)  or  subsequent  decision  by  a  particular  local  govern¬ 
ment. 

b)  Transition  should,  to  the  extent  possible,  be  weighted  towards  the  beginning  of  the  transitional  period  to 

ensure  that  momentum  for  reform  is  maintained. 

The  same  transitional  measures  should  apply  to  all  classes  of  property. 

1 33  Ontario  should,  if  possible,  implement  the  reform  of  education  finance  and  of  commercial  and  industrial 
assessment  at  the  same  time. 

134  In  the  transition  period  for  assessment  refomn,  the  old  and  refonned  assessment  rolls  should  be  maintained 
in  parallel.  Over  a  fixed  transition  period,  municipalities  would  raise  a  portion  of  their  revenue  require¬ 
ments  from  the  old  assessment  roll  and  a  portion  from  the  new  assessment  roll,  with  the  proportions  man¬ 
dated  to  shift  towards  the  new  roll  throughout  the  transition  period. 

Business  occupancy  taxes  would  be  phased  out  by  linking  them  to  the  old  assessment  roll  only. 

1 35  Ontario  should  locate  all  of  the  functions  related  to  local  government  finance  in  one  ministry. 
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GOVERNMENT  CAUCUS  REPORT  ON  PRE-BUDGET  HEARINGS 


The  government  members  of  the  committee  would  like  to  thank  all  the 
participants  in  the  Pre-Budget  Hearings  for  their  input  into  the  process. 

It  is  clear  that  this  year's  budget-making  process  will  continue  to  be  challenging 
and  difficult.  The  positive  news  of  increased  employment  and  economic  growth  is 
balanced  by  lower-than-anticipated  revenues  and  ongoing  pressures  in  the  delivery 
of  public  services. 

The  following  comments  and  recommendations  are  primarily  based  on  issues 
raised  in  the  hearings  and  should  not  be  considered  a  comprehensive  list  of  budget 
issues. 


JOB  CREATION 

The  growth  in  employment  this  year  is  positive  news  for  the  many  people  who 
have  lost  their  jobs  in  Ontario  due  to  the  recession,  adjustment  to  free  trade,  and 
economic  restructuring.  This  positive  news  is  tempered  by  the  fact  that  there  are 
more  people  coming  back  into  the  job  market.  The  increase  in  the  number  of  people 
looking  for  work  combined  with  much  of  the  economic  growth  coming  from 
increase  in  productivity  -  rather  than  increased  employment  -  means  that  the 
unemployment  rate  will  not  decline  quickly. 

The  government's  record  in  creating  jobs  during  this  difficult  economic  period  is 
impressive.  The  300,000  jobs  created  during  this  government's  term  has  assisted 
significantly  in  helping  many  Ontarians  through  the  worse  economic  period  since 
the  1930s.  There  can  be  little  doubt  that  without  the  government's  efforts  in  job 
creation  the  recession’s  impact  would  have  been  even  harsher  and  more  severe  for 
the  province. 

With  an  official  unemployment  rate  expected  to  stay  above  10%,  it  is  important 
the  government  maintain  a  strong  commitment  to  job  creation.  However,  the  job 
creation  initiatives  should  be  developed  in  a  way  that  ensures  they  achieve  many 
policy  objectives.  Capital  investment  should  improve  our  infrastructure,  allow  for 
more  efficient  delivery  of  services,  or  provide  a  basis  for  increased  economic 
activities.  The  investments  in  the  Metro  Toronto  Convention  Centre,  water  and 
sewer  projects,  or  in  energy  retrofitting  projects  all  achieve  more  policy  objectives 
than  the  jobs  that  are  created  from  the  actual  construction. 

Government  job  creation  initiatives  should  also  have  a  significant  training 
component.  Increasing  the  skills  of  our  workforce  will  ensure  Ontario  can  remain 
competitive  and  allow  individuals  the  means  to  be  more  self-reliant.  JobsOntario 
Training  has  been  successful  in  achieving  this  objective  and  should  continue  to  be 
supported. 


Government  job  creation  initiatives  must  also  try  to  maximize  the  economic 
impact  of  the  investment.  Innovative  approaches  that  include  joint  initiatives  with 
the  private  sector  or  projects  that  have  strong  financial  support  from  local 
communities  should  be  given  a  high  priority.  The  expansion  of  Highway  407  and 
establishment  of  Capital  Corporations  are  good  examples  of  innovative  approaches. 

Two  other  issues  raised  regarding  job  creation  were  the  questions  of  the  length  of 
the  work  week  and  payroll  taxes.  These  issues  require  further  study  and  analysis 
before  any  specific  recommendations  can  be  made. 

Recommendation  1 

The  government  maintain  strong  job  creation  initiatives  in  the  1994-95  budget  that 
will  improve  infrastructure,  stimulate  other  economic  activity,  increase  the  sHlls  of 
the  workforce,  and  utilize  private  and  community  investment. 

Recommendation  2 

The  government  or  the  Standing  Committee  on  Finance  and  Economic  Affairs 
examine  issues  related  to  the  Work  Week.  Issues  to  be  covered  include  shorter  work 
weeks,  job  sharing,  and  overtime. 

Recommendation  3 

The  government  examine  the  impact  payroll  taxes  has  on  increased  employment 
and  explore  what  other  types  of  corporate  taxation  might  be  available  to  generate  the 
revenue. 


DEFICIT 

Most  presenters  discussed  the  issue  of  the  deficit.  The  majority  believed  the 
deficit  needs  to  be  reduced.  The  question  is  how  quickly  should  the  deficit  be 
reduced.  Some  suggested  that  significant  reductions  must  occur  this  year  while 
others  suggested  a  gradual  reduction  over  several  years  was  more  appropriate. 

The  projected  $1.6  billion  declined  in  revenues  over  last  year’s  forecast  and 
uncertainty  over  federal  transfer  payments  will  make  large  scale  deficit  reduction 
almost  impossible  for  this  year  without  having  a  tremendous  impact  on  services. 

It  is  clear  that  efforts  to  reduce  the  operating  deficit  must  continue  since  there  is 
only  limited  room  to  increase  government  revenues. 

Recommendation  4 

The  government  should  continue  to  lower  the  operating  deficit  for  1994-95. 


TRANSFER  PAYMENT  PARTNERS 


A  common  theme  emerged  from  the  province's  transfer  payment  partners.  The 
majority  requested  stability  in  funding  of  their  transfer  payments  in  order  for  them 
to  do  appropriate  planning  for  this  year  and  years  to  come.  The  reality  is  that  this 
request  can  only  be  met  when  the  government's  revenues  stabilize,  including  the 
transfer  payments  from  the  federal  government. 

There  is  no  doubt  that  the  transfer  payment  partners  have  had  a  difficult  challenge 
of  operating  with  decreased  resources.  Irmovation,  creativity,  and  resourcefulness 
have  been  required  to  respond  to  the  challenges.  Many  have  responded  in  a  very 
positive  and  innovative  fashion,  particularly  those  organizations  that  have  asked 
their  employees  to  assist  in  finding  savings.  These  organizations  have  had  the  most 
success  in  maintaining  services  in  this  period  of  restraint. 

Some  transfer  payment  partners  have  responded  to  these  challenges  by 
changing  their  administrative  structures.  For  example,  boards  of  education  are 
reducing  the  number  of  trustees  and  developing  joint  purchasing  programs  with 
neighbouring  boards,  and  municipalities  voluntarily  amalgamating  with 
neighbouring  municipalities.  However,  these  types  of  changes  are  not  widespread 
across  the  transfer  payment  partner  sector  in  Ontario.  In  other  provinces,  these  types 
of  changes  have  occurred  right  across  a  sector,  although  in  some  cases  they  have 
been  imposed  by  the  provincial  government.  There  is  significant  room  for  more 
changes  in  the  administrative  structures  in  this  sector. 

Recommendation  5 

The  government  develop  initiatives  that  support  and  encourage  transfer 
payment  partners  to  undertake  voluntarily  significant  changes  in  their 
administrative  structures. 

FAIR  TAX  COMMISSION 

There  was  a  great  diversity  of  opinion  presented  on  the  recommendations  of  the 
Fair  Tax  Commission.  The  result  was  that  no  consensus  emerged  among  the 
hearings  participants  on  what  was  fair  taxation,  on  what  recommendations  should 
be  implemented  and  how  they  should  be  implemented. 

The  Commission  itself  clearly  established  that  progressive  taxation  is  fair  taxation. 
The  government  should  build  upon  its  earlier  steps  in  making  the  system  more 
progressive.  Due  to  the  wide  number  of  recommendations  and  differences  of 
opinion  provided  by  the  presenters,  it  is  difficult  to  decide  what  specific 
recommendations  should  be  implemented.  It  is  suggested  the  Ministry  of  Finance 
review  the  committee  Hansard  to  get  a  better  sense  of  the  presenters  comments. 

Recommendation  6 

The  government  work  towards  implementing  a  fairer  tax  system  taking  into 
account  the  economic  impact  of  any  changes. 
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Dissenting  Opinion  of  Elinor  Caplan,  MP.P.,  Monte  Kwinter,  MP.P.  and  Gerry  Phillips,  MP.P. 


STANDING  COMMITTEE  ON  FINANCE  AND  ECONOMIC  AFFAIRS 

-  LIBERAL  MINORITY  REPORT 


Recommendations 


1.  The  1994-95  budget  must  contain  no  new  or  increased  taxes. 

2.  The  1993-94  budget  must  present  Ontarians  with  an  action  plan  for 
getting  the  economy  moving  again. 

3.  The  government  should  adopt  the  accounting  standards  of  the 
Canadian  Institute  of  Chartered  Accountants  for  both  the  Public 
Accounts  and  the  budget  statements. 

4.  In  order  to  instill  a  sense  of  confidence  among  consumers  and 
investors,  the  government  must  keep  to  its  deficit  reduction  plan  set 
out  in  the  1993  budget  without  resorting  to  questionable 
bookkeeping. 

5.  The  government  must  initiate  a  serious  review  of  public 
expenditures.  The  government  must  examine  how  to  "reinvent"  itself 
and  redefine  how  it  delivers  its  service. 

(Government  should  provide  only  those  services  that  government 
should  provide  and  that  only  government  delivers  best.  The 
government  should  decide  which  tasks  can  be  best  performed  by 
other  levels  of  government  or  the  private  sector  and  which  tasks 
should  be  eliminated  entirely. 

6.  The  government  must  initiate  measures  to  get  Workers’ 

Compensation  Board  costs  under  control  and  ensure  that  employers 
do  not  face  any  more  assessment  increases. 

7.  The  government  must  restore  the  balance  of  current  provincial 
labour  law  to  ensure  that  both  sides  have  equal  rights  in  the 
bargaining  and  organizing  process. 


Introduction 


The  Liberal  members  of  the  Standing  Committee  on  Finance  and  Economic  Affairs 
appreciate  the  hard  work  of  all  the  members  of  the  Committee,  the  Legislative  staff 
and  witnesses  who  made  presentations  before  the  Committee’s  1994-95  pre-budget 
report. 

It  is  our  belief,  however,  that  certain  aspects  of  the  upcoming  budget  must  be 
highlighted  if  the  Committee’s  report  is  to  offer  the  proper  advice  to  the  government 
prior  to  the  tabling  of  its  1994-95  budget  later  this  year. 

Hence,  we  believe  that  attaching  a  minority  report  to  the  Committee’s  main  document 
is  the  best  way  in  which  these  views  can  be  brought  forth. 


A  Wasted  Year 


The  Ontario  Liberals  believe  that  last  year’s  budget  could  have  improved  the  economic 
situation  for  the  people  of  Ontario.  Instead,  with  its  1993-94  budget,  the  government 
missed  a  great  opportunity  to  improve  the  province’s  economic  prospects. 

Last  Year’s  Failure 

After  the  deep  recession  of  1991,  Ontario’s  economy  had  begun  to  grow  again.  The 
province’s  gross  domestic  product  inched  ahead  by  1.2  per  cent  in  1992  and  was 
expected  to  accelerate  by  3.4  per  cent  last  year. 

A  properly  crafted  budget  could  have  built  upon  this  hesitant  economic  recovery,  and 
improved  growth  while  reducing  unemployment. 

In  its  minority  report  to  last  year’s  pre-budget  consultation  document,  the  Liberals  laid 
out  the  elements  of  such  a  budget. 

We  asked  for  a  budget  that  contained  no  new  taxes. 

We  said  Ontario  needed  a  budget  which  gave  people  hope  that  existing  jobs  would  be 
secure  and,  for  the  jobless,  held  out  the  possibility  of  obtaining  gainful  employment. 

Unfortunately,  the  economic  promise  of  1993  was  dashed  almost  as  soon  as  the 
Finance  Minister  tabled  last  year’s  budget. 

And  the  outcome  of  the  government’s  decision  to  ignore  the  advice  of  the  Liberals  in 
last  year’s  report  is  distressingly  plain  to  see. 


A  Budget  With  Too  Many  Taxes 

In  1993-94  budget,  the  Premier  increased  taxes  by  S2  billion,  the  highest  since  1981, 
a  move  which  shattered  consumer  and  business  confidence. 

Worse  still,  the  government  boosted  its  non-tax  revenues  by  another  $240  million 
through  measures  such  as  the  introduction  of  new  photo  radar  units.  The  public  saw 
these  proposals  for  what  they  are:  thinly-disguised  revenue  grabs. 

Even  with  such  a  rapacious  budget.  Bob  Rae’s  government  still  could  not  make  much 
of  an  improvement  in  the  province’s  debt  and  deficit  situation. 

A  Budget  With  Too  Much  Debt 

"...We  are  worse  off  today  than  a  year  ago  from  a  debt  perspective." 

Canadian  Bankers  Association  to  the  Finance  and  Economic  Affairs  Committee 

At  the  time  of  the  1993-94  budget,  the  Finance  Minister  predicted  that  the  deficit 
would  be  $9.1  billion,  three  times  the  shortfall  of  the  1990-91  budget.  However, 
slower-than-expected  economic  growth  has  forced  the  government  to  revise  this 
estimate  to  $9.5  billion. 

By  the  end  of  March  1994,  the  province’s  debt  will  have  more  than  doubled  to  $79 
billion,  since  the  NDP  came  to  power  in  1990. 

Worse  still,  while  the  government  continues  to  tout  the  number  of  jobs  its  fiscal 
measures  have  "saved",  the  province’s  unemployment  figures  tell  a  different  tale. 

A  Budget  With  Not  Enough  Jobs 

Ontario’s  current  jobless  rate  stands  at  10.9  per  cent,  the  sixth  highest  in  Canada. 

Alberta,  British  Columbia,  Manitoba  and  Saskatchewan  all  have  unemployment  rates 
lower  than  Ontario.  When  Bob  Rae  came  to  power  in  1990,  Ontario  had  the  lowest 
jobless  rate  in  Canada. 

Indeed,  other  provinces  have  experienced  an  improvement  in  their  unemployment 
situations;  Ontario  has  not.  In  January,  for  example,  this  province  lost  41,000  jobs. 

The  Premier  blames  the  continued  joblessness  on  global  restructuring.  However,  the 
fact  is  that  Ontario’s  unemployment  picture  grows  darker  while  the  jobless  situation  in 
other  provinces  improves. 


Indeed,  the  fact  that  Ontario’s  unemployment  rate  is  not  falling,  that  the  province’s 
deficit  is  still  three  times  as  high  as  that  of  any  other  Ontario  government  and  that 
business  continues  to  leave  this  jurisdiction  all  point  to  this  government  and  its  policies 
as  the  culprit  underlying  Ontario’s  stagnating  economic  performance. 


More  Than  Ever.  This  Budget  is  About  Hope 
"Increased  taxes,  fees  and  levies  are  not  the  answer..." 

The  Ontario  Division  of  Canadian  Manufacturers’  Association  to  the  Committee. 

The  approach  the  government  has  taken  in  promoting  economic  recovery  during  the 
past  three  budgets  has  not  worked. 

Taxes  increased  in  each  budget;  yet,  the  deficit  remained  high. 

The  government  brought  in  a  number  of  new  measures  to  stimulate  job  creation,  such 
the  creation  of  labour-sponsored  venture  capital  funds;  yet  unemployment  has  stayed 
stubbornly  high. 

Finally,  the  province  has  introduced  other  policies,  such  as  the  corporate  minimum 
tax;  and  business  confidence  remains  at  rock-bottom  levels. 

The  government  must  halt  its  tendency  to  increase  taxes  and  run  large  budget  deficits 
if  the  1994-95  budget  is  to  give  Ontarians  more  hope  than  did  last  year’s. 

Ontario  has  many  natural  economic  advantages:  a  close  proximity  to  the  United  States, 
a  well-trained  workforce  and  sophisticated  financial  structure.  The  province’s 
economy  should  be  performing  better. 

But  it  is  not. 

Initially,  the  government  predicted  that  the  Ontario  economy  would  grow  by  3.4  per 
cent  in  real  terms  in  1993.  Now,  the  Ministry  of  Finance  has  reduced  that  growth 
projection  to  2. 1  per  cent.  The  lower  growth  rate  can  be  directly  attributable  to  the 
government’s  economic  policies  and  its  1993-94  budget. 

The  economy  must  perform  better  if  the  government  is  going  to  be  able  to  offer  hope 
to  the  582,000  Ontarians  currently  without  jobs. 


The  Prerequisites  to  Economic  Recovery 


"The  first  priority  of  the  Government  of  Ontario  should  be  to  create  a  fiscal  and 
legislative  environment  that  encourages  businesses  to  innovate,  invest  and  grow." 

The  Canadian  Manufacturers’  Association  to  the  Committee. 

In  its  1994  budget,  the  government  has  an  opportunity  to  help  the  province’s 
sputtering  economic  recovery. 

In  this  year,  Ontario  is  projected  to  outpace  all  countries  in  the  Organization  of 
Economic  Cooperation  and  Development  (OECD)  in  terms  of  economic  growth.  As 
well,  with  a  new  Liberal  government  in  Ottawa,  there  is  the  possibility  of  better 
cooperation  and  coordination  between  the  federal  and  Ontario  governments.  Indeed, 
with  its  infrastructure  program,  Ottawa  has  shown  badly-needed  economic  leadership. 

As  a  result,  if  the  present  Ontario  government  can  put  forward  a  budget  that  offers 
some  hope  at  the  provincial  level,  then  the  province  might  begin  to  experience  the 
recovery  that  the  public  badly  wants. 

No  New  or  Increased  Taxes 

Recommendation  1:  Ontario  cannot  afford  any  new  or  additional  taxes,  neither 
consumption  nor  income  nor  business  taxes. 

The  title  of  the  Ontario  Natural  Gas  Association’s  brief  to  the  Committee  sums  up  the 
attitude  of  most  Ontarians  to  taxes,  "Economic  Recovery  and  Income  Rebuilding,  Not 
More  Taxes  or  Tax  Reform." 

In  December,  the  government’s  Fair  Tax  Commission  (FTC)  released  its  final  report 
and  made  a  number  of  recommendations  which  would  remove  many  existing  tax 
breaks  for  individuals  and  companies  and  add  new  taxes,  like  a  national  wealth  tax. 

The  people  of  Ontario,  however,  are  tired  of  the  provincial  government  digging  into 
their  pockets  for  more  and  more  money  to  pay  for  its  own  mistakes. 

The  NDP  government  has  increased  taxes  and  other  levies  more  than  forty  times  since 
coming  to  office.  Indeed,  last  year’s  budget  saw  the  government  impose  the  largest 
tax  hike  in  Ontario’s  history  and  the  largest  since  the  Conservatives  in  1981. 

For  Ontario’s  gross  domestic  product  (GDP),  the  Liberal  tax  increases  during  the 
1985-1990  period  were  far  less  severe  than  those  of  either  the  NDP  or  the 
Conservatives. 


Taxes  Makes  Business  Less  Competitive 

In  its  brief  to  the  Committee,  the  Board  of  Trade  of  Metropolitan  Toronto  noted  that 
Ontario  now  suffers  from  higher  taxes  relative  to  other  OECD  countries. 

In  1988,  Ontario’s  marginal  income  tax  rate  was  45  per  cent;  today,  that  rate  stands  at 
53.2  per  cent,  according  to  the  Board  of  Trade. 

Meanwhile,  the  marginal  tax  rate  among  the  13  largest  OCED  members  has  dropped 
to  51.6  per  cent  in  1991,  from  74  per  cent  in  the  1980s. 

As  a  result,  Ontario  industry  is  finding  it  more  difficult  to  earn  money  and  hire  more 
workers. 

"It  takes  the  average  company  7  hours  and  50  minutes  in  an  8-hour  production  shift 
just  to  cover  operating  costs.  Taxes  must  be  paid  on  top  of  that.  There  is  no  margin 
left  to  absorb  cost  increases,"  noted  the  CMA. 

In  the  1994  budget,  the  Premier  cannot  increase  taxes  in  any  way. 

Taxes  Hurt  Confidence 

Higher  taxes  only  serve  to  damage  consumer  and  business  confidence  in  the 
government  and  the  province’s  economic  recovery. 

"Retailers  expect  that  1994  will  see  a  continuation  of  the  gradual  strengthening  of  the 
economy... but  this  will  be  limited  by  the  high  level  of  unemployment  and 
governments’  voracious  appetite  for  consumers’  money,"  the  Retail  Council  of  Canada 
told  the  Committee. 

These  days,  all  Ontarians  see  is  a  government  taking  too  large  a  share  of  their  wage 
packets  and  spending  the  money  on  wasteful  programs  such  as  JobsOntario  Training. 

Now,  taxpayers  are  concerned  that  the  government  will  use  the  recommendations  in 
the  FTC  report  as  a  way  of  grabbing  more  revenue  for  the  public  purse. 

And  they  have  a  right  to  be  concerned. 

Higher  Taxes  Mean  Falling  Revenues 

During  its  term.  Bob  Rae’s  government  has  hiked  taxes  even  as  its  revenues  fall. 

In  the  past  three  years.  Bob  Rae’s  government  has  raised  taxes  which  the  Ministry  of 
Finance  estimated  should  have  netted  $3.5  billion  in  new  tax  revenues. 


In  fact,  income  tax  revenues  have  fallen  by  $2.4  billion,  a  swing  of  almost  $6  billion. 
The  1993-94  deficit  outlook  was  based  upon  personal  income  tax  revenues  that  were 
predicted  to  grow  by  5.7  per  cent.  In  fact,  the  Ministry  of  Finance  says  these  tax 
revenues  are  growing  by  only  2.6  per  cent. 

The  large  drop-off  in  public  revenues  indicates  that  the  government’s  approach  is 
fundamentally  flawed. 

Instead  of  more  confidence-shattering  taxes  and  ballooning  deficits,  this  year  the 
government  must  introduce  a  budget  that  outlines  a  credible  plan  for  improving  the 
province’s  economic  prospects  and  reducing  Ontario’s  debt  and  tax  load. 

An  Action  Plan  For  Jobs 

Recommendation  2:  The  1993-94  budget  also  must  present  Ontarians  with  an 
action  plan  for  getting  the  economy  moving  again. 

The  582,000  people  currently  without  work  need  the  hope  of  securing  employment  in 
the  future. 

Ontario’s  unemployment  rate  remains  more  than  twice  as  high  as  the  level  in  1989, 
under  the  Liberal  government  In  order  for  the  province  to  grow  at  its  potential,  the 
jobless  rate  must  be  reduced  to  its  former  levels. 

In  the  current  environment,  boosting  taxes  will  not  help  the  deficit  and  will  only  hurt 
the  economy.  Deficit  reduction  must  come  from  expenditure  reductions,  not  attempts 
at  increasing  revenue. 

And,  if  the  government  is  serious  about  generating  a  climate  of  economic  renewal, 
then  the  1994-95  budget  must  not  introduce  new  taxes. 

Getting  the  Deficit  Under  Control 

Ontario’s  deficit  is  too  high  and  must  be  lowered  if  the  province  is  to  enjoy  substantial 
economic  growth. 

Deficits  mean  higher  taxes  in  the  future  and  higher  interest  payments  now. 

Worse  still,  such  shortfalls  guarantee  that  a  larger  portion  of  each  provincial  dollar 
will  be  spent  paying  interest  charges  on  Ontario’s  outstanding  debt,  not  on  important 
social  programs  that  taxpayers  want  and  need. 


Deficits 


Deficits  began  increasing  under  the  Conservative  governments  in  the  early  1980s. 

Prior  to  the  NDP  coming  to  power,  the  Conservatives  had  the  highest  deficit  of  the 
past  20  years,  $3.2  billion  in  1982-83. 

The  Liberal  government  was  able  to  change  the  trend  of  ever-higher  deficits  during  its 
time  in  office. 

Between  1987  and  1990,  the  Liberal  government  tabled  budgets  with  successively 
lower  budget  deficits.  In  fact,  in  1898-90,  the  Liberal  budget  had  a  $90  million 
surplus,  Ontario’s  only  budgetary  surplus  in  the  past  twenty  years. 

Under  the  NDP,  the  deficit  soared  as  the  Rae  government  gave  large  increases  to  civil 
servants,  disregarding  the  prevailing  economic  situation. 

The  NDP  government  has  had  successive  budget  deficits  of  $10.9  billion  and  $11.99 
billion.  The  1993-94  shortfall  is  estimated  at  $9.5  billion. 

Debt  and  Debt-Servicing 

One  result  of  larger  deficits  is- the  increasing  greater  amount  of  money  needed  to 
service  the  debt  load. 

Ontario’s  debt  load  and  the  amount  of  money  devoted  to  servicing  the  debt  increased 
sharply  under  the  Conservative  government.  Between  1980  and  1984,  the  province’s 
accumulated  debt  increased  by  almost  60  per  cent,  to  $30  billion.  By  the  time  the 
Tories  left  government  in  1985,  Ontario  was  spending  10.8  cents  of  every  dollar  on 
debt  interest. 

The  new  Liberal  government  managed  to  change  this  worsening  trend.  During  the 
Liberal  reign,  the  province’s  debt  only  increased  by  less  than  one-fifth,  to  $39  billion. 

As  well,  during  that  period,  the  debt  interest  ratio  had  dropped  to  8.8  cents  of  every 
dollar,  an  improvement  of  almost  20  per  cent  compared  to  the  Conservative 
government. 

Under  Bob  Rae’s  leadership,  the  province’s  debt  has  more  than  doubled  and  the 
interest  service  ratio  has  increased  by  a  similar  amount,  to  16.3  cents  of  every  dollar. 

Ontario  must  reduce  the  amount  of  money  paid  out  in  interest  if  the  province  is  to  find 
the  cash  it  needs  to  pay  for  necessary  social  programs.  In  this  era  of  scarce  public 
dollars,  the  province  cannot  afford  to  waste  any  paying  for  past  mistakes. 


Fair  and  Clear  Accounting 


However,  the  government  is  likely  to  use  certain  accounting  manoeuvres  in  order  to 
reach  its  deficit  target. 

For  example,  the  NDP  government  recently  established  three  new  crown  corporations 
and  reactivated  an  existing  agency.  These  bodies  are  intended  to  facilitate  capital 
spending  in  the  fields  of  transportation,  schools  and  water  and  sewer  construction. 

We  believe  the  government  will  remove  the  expenditures  of  these  crown  agencies 
from  the  province’s  spending  estimates.  As  a  result,  the  Finance  Minister  can  show  a 
lower  deficit,  but  only  on  paper,  not  in  reality. 

The  Provincial  Auditor  has  said  that  the  spending  of  these  corporations  should  be 
included  in  the  budget  financial  statements. 

Recommendation  3:  The  government  should  adopt  the  accounting  standards  of 
the  Canadian  Institute  of  Chartered  Accountants  for  both  the  Public  Accounts 
and  the  budget  statements.  The  government  has  only  promised  to  bring  in  these 
accounting  standards  for  its  Public  Accounts,  not  the  budget. 

Such  accounting  "slights  of  hand"  must  stop  if  Ontarians  are  understand  the  province’s 
economic  situation.  For  too  long,  this  government  has  been  willing  to  sacrifice  the 
clarity  of  the  financial  statements  in  order  to  score  political  points. 

We  believe  that  not  adapting  the  CICA  rules  for  the  19994-95  budget  is  a  fundamental 
flaw  and  will  lead  to  further  problems  in  interpreting  the  province’s  financial  situation. 


Making  Real  Inroads  on  the  Deficit 

"It  is  regrettable  that  this  government  spent  the  first  half  of  its  term  in  office  believing 
that  it  could  spend  its  way  out  of  recession,"  noted  the  Canadian  Federation  of 
Independent  Business  in  its  brief  to  the  Committee. 

Besides  getting  the  books  on  a  proper  footing,  the  Ontario  Liberals  also  believe  that 
the  government  must  make  serious  inroads  into  reducing  the  deficit  in  real  terms  in 
the  1994-95  budget. 

Shrinking  the  budgetary  shortfall  would  signal  taxpayers  and  investors  that  Ontario  is 
getting  control  of  its  own  financial  books.  Without  such  an  indicator,  Ontarians  and 
foreigners  will  continue  to  see  this  province  as  a  poor  place  to  work  and  invest. 


Recommendation  4:  In  order  to  restore  consumer  and  investor  confidence,  the 
government  must  reach  the  deficit  targets  set  out  in  the  1993  budget  without 
resorting  to  questionable  bookkeeping  methods. 

Even  if  the  government  realize  its  deficit  targets  for  1994-95  and  1995-96,  the 
province’s  debt  will  have  exceeded  $90  billion,  almost  250  per  cent  higher  than  the 
level  it  was  when  Bob  Rae  took  office. 

Attacking  Expenditures  Seriously 

The  government  has  taken  some  steps  to  reduce  expenditures.  Unfortunately,  many  of 
these  measures  were  poorly-considered,  affecting  services  unnecessarily. 

In  the  Social  Contract,  for  example,  the  government  will  allow  critical  service  workers 
to  claim  36  unused  vacation  days,  a  measure  which  could  cost  the  Treasury  $3  billion 
in  1996. 

As  well,  during  the  past  two  years,  the  government  has  delayed  a  number  of  payments 
into  public  service  pension  plans.  Instead  of  paying  down  the  unfunded  liabilities  in 
the  Teachers’  pension  plan,  for  instance,  the  government  has  decided  to  use  that 
money  to  improve  the  deficit  figure. 

As  with  the  crown  corporations,  however,  in  reality,  nothing  has  changed;  Ontario 
still  owes  the  same  amount  of  money. 

Reducing  spending  entails  a  concerted  attack  upon  waste  and  inefficiency  within 
government.  The  public  sector  has  not  gone  through  the  same  type  of  productivity 
improvements  as  has  been  forced  upon  the  private  sector. 

The  public  sector  must  become  more  productive  and  more  efficient  if  the  government 
is  to  be  able  to  reduce  spending  and  maintain  service. 

As  well,  the  government  must  begin  an  exercise  in  deciding  which  services  and 
functions  the  public  sector  now  does,  but  should  no  longer  do.  Ontario  has  an 
economy  based  in  the  1990s  and  a  public  sector  with  its  feet  firmly  rooted  in  the 
1960s. 

Recommendation  5:  The  government  must  begin  to  examine  which  functions  the 
province  should  and  not  do.  The  government  should  eliminate  those  jobs  which 
are  no  longer  needed  or  which  the  private  sector  can  do  better.  For  those  roles 
which  the  public  sector  should  retain,  the  government  should  figure  out  more 
efficient  ways  of  delivering  the  service. 


Reinforcing  the  Economic  Recovery 


"There  are  a  growing  number  of  real  or  perceived  barriers  to  entry  which  make 
Ontario  a  less  than  hospitable  environment." 

The  Canadian  Bankers  Association  before  the  Committee 


Besides  taxes,  there  are  a  number  of  other  areas  where  the  government  must  gain 
some  control  or  else  the  economic  recovery  could  languish. 

Workers’  Compensation  Board 

The  Workers’  Compensation  Board  (WCB)  is  currently  running  an  unfunded  liability 
in  excess  of  $11  billion.  Premiums  paid  by  employers  continue  to  increase,  in  many 
cases,  far  beyond  the  rate  of  inflation.  Costs  at  the  WCB  have  been  racing  unchecked 
by  the  Board’s  administration,  as  exemplified  by  the  unneeded  and  expensive 
construction  of  downtown  Toronto  headquarters. 

Also,  the  government  is  considering  the  extension  of  WCB  coverage  to  a  number  of 
sectors,  such  as  financial  institutions,  which  are  not  currently  covered  by  the 
compensation  system. 

Worse  still,  the  Rae  government  is  considering  including  stress  as  a  compensable 
injury,  a  move  which  would  boost  the  Board’s  costs. 

All  of  current  problems  add  up  to  a  financial  powder  keg,  which  could  blow  up  under 
employers  this  year. 

The  government  must  give  a  signal  to  foreign  investors  and  existing  companies  in 
Ontario  that  the  province  is  a  good  place  to  do  business. 

Recommendation  6:  The  government  must  initiate  measures  that  will  get  costs  at 
the  WCB  under  control  and  ensure  that  employers  do  not  face  any  more 
assessment  increases. 

Relations  in  the  Workplace 

Two  years  ago,  the  government  passed  Bill  40,  its  changes  to  the  Ontario  Labour 
Relations  Act  (OLRA).  Businesses  warned  that  these  amendments  would  lead  to 
increased  tension  at  the  workplace  and  to  companies  leaving  the  province. 

Unfortunately,  their  prophecies  have  come  true. 


There  have  been  a  number  of  high-profile  incidents  in  Ontario  where  the  new 
provisions  of  Bill  40  have  been  used  to  prolong  costly  work  stoppages. 

As  well,  foreign  investors  are  pointing  to  these  labour  law  changes  as  the  reason  for 
avoiding  Ontario.  For  example,  Rail-Tex,  a  U.S.  short-line  railway,  is  considering 
the  purchase  of  a  rail  line  in  Barrie.  The  company  has  balked  at  purchasing  the 
railway  because  of  the  successor  rights  provisions  of  the  OLRA. 

The  OLRA  is  now  tilted  in  favour  of  the  large  labour  unions  and  against  unorganized 
workers  and  employers.  The  Ontario  Liberals  believe  this  situation  to  be  unfair. 

Recommendation  7:  If  Ontario  is  to  build  upon  the  province’s  economic  recovery, 
the  government  must  correct  the  balance  of  current  provincial  labour  law  to 
ensure  that  both  sides  have  equal  rights  in  the  bargaining  and  organizing  process. 


Conclusion:  A  Time  For  Hope? 

Ontario  remains  a  good  place  to  work,  invest  and  live. 

The  economy  has  underlying  strengths,  such  as  a  good  geographical  location,  a 
modern  infrastructure  and  a  well-trained  workforce. 

The  government,  however,  must  begin  now  to  build  upon  these  assets,  to  improve  the 
economic  prospects  of  the  province.  Only  by  keeping  a  lid  on  taxes,  by  reducing  the 
deficit  and  removing  unnecessary  red  tape  can  government  assist  the  recovery. 

So  far.  Bob  Rae’s  government  has  no  understanding  as  to  what  it  must  do  to  get  the 
economy  going.  The  1994-95  budget  must  point  Ontario  in  the  right  direction. 


APPENDIX  E 
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PRE-BUDGET  CONSULTATIONS 


FEBRUARY  1994 


RECOMMENDATIONS 


Recommendation  #1 

The  government  not  increase  any  taxes  ,  fees  or  charges  nor  impose  any  new 
tax  or  non-tax  revenue  measures  in  its  1994-95  budget.. 

Recommendation  #2 

The  government  reject  all  recommendations  of  the  Fair  Tax  Commission  [FTC] 
which  would  discourage  savings  and  reduce  the  savings  rate. 

Recommendation  #3 

The  government  reject  the  FTC^s  finding  that  there  might  be  room  to  increase 
payroll  taxes  in  Ontario. 

Recommendation  #4 

The  government  reject  the  FTC’s  recommendation  to  eliminate  the  graduated  EHT 
rate  for  small  businesses  and  instead  provide  an  exemption  for  the  first  $400,000 
in  payroll. 

Recommendation  #5 

The  government  recognize  the  profound  negative  effects  of  high  WCB  assessment 
rates  on  employment  and  job  creation  and  proceed  immediately  with  a  broad  based 
reform  initiative  at  the  WCB  to  include: 

[a]  an  immediate  freeze  on  entitlements, 

[b]  a  reduction  in  benefit  levels  from  90%  to  80%  of  net  earnings, 

[c]  replacement  of  the  political  appointees  in  the  WCB’s  management  structure 
with  a  turn-around  management  team  of  insurance  professionals, 

[d]  introduction  of  spending  controls  and  value  for  money  audits, 

[e]  a  cost-benefit  analysis  of  the  privatization  option  and  of  the  option  of 
contracting  out  certain  services  and  functions. 

Recommendation  #6 

The  government  should  reverse  its  decision  to  impose  a  CMT  in  Ontario. 


Recommendation  #7 

The  capital  tax  should  be  made  creditable  against  corporate  income  tax. 


Recommendation  #5 


As  we  recommended  last  year  the  government  of  Ontario  should  assess  any 
proposed  new  tax  or  regulation  in  terms  of  its  effects  on  the  competitiveness  of 
Ontario  firms,  on  the  cost  of  doing  business  in  the  province  and  on  its  impact  on 
employment.  To  that  end  the  government  should  review  the  Business  Impact  Test 
to  be  released  shortly  by  the  CM  A  and  the  federal  government. 

Recommendation  #P 

The  government  of  Ontario  develop  and  implement  a  Citizens*  Code  of  Regulatory 
Fairness  like  the  one  adopted  by  the  federal  government  of  Canada.  As  with  the 
federal  model  the  code  should  commit  the  government  to  certain  principles 
including  to  interfere  as  little  as  possible  with  individual  freedoms  while 
protecting  the  interests  of  the  community. 

Recommendation  ^10 

The  government  of  Ontario  should  issue  the  provincial  equivalent  of  the  Federal 
Regulatory  Plan  which  would  provide  the  public,  businesses  and  other  interested 
parties  with  advance  notice  of  the  intention  of  a  ministry  of  the  government  to 
make  a  regulation  and  provide  interested  parties  with  the  opportunity  to  scrutinize 
the  regulation  to  determine  whether  it  is  necessary. 

Recommendation  #ii 

The  government  of  Ontario  should  follow  the  lead  of  the  government  of 
Newfoundland  and  appoint  an  independent  arms  length  committee  to  review  with 
government  officials  all  government  regulations  that  effect  businesses  and 
introduce  a  sunset  provision  to  come  into  effect  on  April  1,  1995  at  which  time 
all  regulations  found  by  the  committee  to  be  either  inappropriate,  irrelevant  or 
unduly  onerous  shall  expire. 

Recommendation  4112 

The  government  of  Ontario  should  eliminate  the  $50  corporate  registration  fee  as 
the  compliance  costs  are  far  greater  than  the  fee  itself. 

Recommendation  4413 

The  government  should  repeal  Bill  40  and  introduce  legislation  to  democratize 
the  organized  labour  movement  in  Ontario  including  requirements  for  the  broader 
use  of  the  secret  ballot. 

Recommendation  4414 

The  government  of  Ontario  should  adopt  a  balanced  budget  law  modelled  on  the 
type  introduced  in  New  Brunswick  and  Alberta. 


Recommendation  4415 

The  government  should  allocate  any  new  revenues  generated  by  economic  growth 
to  deficit  and!  or  tax  reduction  and  not  to  program  spending. 


Recommendation  #16 


At  minimum  any  reduction  in  expenditures  resulting  from  economic  growth 
should  not  be  re-allocated  to  another  spending  envelope  . 

Recommendation  #17 

To  repeat  a  recommendation  made  last  year,  the  government  establish  an  arms- 
length  Effective  Expenditure  Commission  to  examine  the  way  public  funds  are 
spent  in  Ontario  and  to  develop  a  Government  Value  Assessment  process  as  the 
basis  for  a  cost-benefit  analysis  of  government  spending  programs. 

Recommendation  #18 

A  moratorium  should  be  imposed  on  the  non-profit  housing  program. 
Recommendation  #19 

The  government  act  immediately  to  link  the  welfare  budget  to  skills  training  and 
job  creation  initiatives  and  to  improve  the  management  and  accountability  of  the 
social  assistance  system  to  reduce  the  losses  due  to  fraud  and  poor  administration 
and: 

•  Act  on  the  SARC  Report  recommendation  to  link  social  assistance  to 
employment  by  using  welfare  dollars  to  finance  wage  subsidies  to 
employers  hiring  social  assistance  recipients. 

•  Implement  a  dual  income  replacement  scheme  with  the  federal 
government  to  recover  interim  welfare  moneys  from  those  waiting  to 
collect  unemployment  insurance.  Such  a  plan  could  allow  the 
province  to  recover  as  much  as  $50  million  annually. 

•  Adopt  a  law  similar  to  Quebec’s  to  beef  up  the  authority  of  welfare 
review  officers  to  conduct  welfare  fraud  inquires.  Quebec  official 
have  a  75%  success  rate  in  recovering  welfare  fraud  dollars  in  the 
5,000  cases  they  review  annually. 

•  Require  mandatory  home  visits  to  determine  and  maintain  eligibility. 

•  Instead  of  direct  deposit,  implement  a  mandatory  cheque  pick-up  and 
review  program  such  as  the  one  in  place  in  New  Brunswick.  The 
program  could  target  specific  groups  of  recipients  who  would  be 
obliged  to  report  in  person  to  have  their  files  updated. 

•  Consider  establishing  a  student  summer  employment  program  to 
increase  staff  available  to  conduct  eligibility  reviews  and  help  reduce 
seasonal  welfare  fraud. 

•  Ensure  that  any  proposed  changes  to  social  assistance  eligibility 
requirements  are  properly  and  fully  costed  before  being  implemented. 


Recommendation  #20 


The  Provincial  Auditor  be  directed  to  conduct  random  audits  of  the  social  contract 
sectoral  framework  agreements  and  unit  plans  to  determine  whether  or  not 
targeted  savings  are  being  achieved  and  to  assess  the  level,  if  any,  of  deferred 
costs  generated  by  the  implementation  of  the  social  contract. 


ANOTHER  YEAR  OLDER,  ANOTHER  TEN  BILLION  IN  DEBT 


As  Yogi  Berra  remarked  -  “It’s  deja  vu  all  over  again.’’ 

Twelve  months  after  the  Finance  Committee  wrapped  up  its  1993  pre-budget  consultations  the 
province  finds  itself  another  year  older  and  another  ten  biUion  in  debt,  in  other  words  in  precisely 
the  same  mess  it  was  in  a  year  ago. 

Not  surprisingly  then  the  issues  raised  during  the  1994  pre-budget  consultations  were  markedly 
similar  to  the  issues  raised  last  year  and  the  year  before  that.  Indeed  they  have  been  the  same  issues 
which  have  been  put  before  the  Committee  every  year  since  this  government  took  office. 

Why  this  is  the  case  may  be  partly  explained  by  a  review  of  the  some  of  the  main  financial 
lowlights  of  1993.  Consider  what  the  taxpayers  and  citizens  of  this  province  have  witnessed  since 
this  Committee  filed  its  last  pre-budget  report: 

[1]  Another  massive  record-breaking  tax  grab. 

[2]  Another  $10  billion  deficit 

[3]  Another  credit  rating  downgrade,  the  third  in  three  years. 

[4]  The  refusal  of  the  provincial  auditor  to  endorse  the  province’s  books. 

[5]  The  start  of  a  tax  revolt  resulting  in  the  loss  of  nearly  a  billion  dollars  in  provincial  revenues 
caused  by  explosive  growth  in  the  underground  economy. 

[6]  The  annual  forecast  of  another  revenue  shortfall  -  this  year’s  number  is  $1.6  billion. 

[7]  The  implementation  of  the  social  contract  shell  game  which  will,  at  best,  only  defer  costs 
but  not  produce  any  long-term  savings  or  reductions  in  the  size  or  cost  of  the  public  sector. 

[8]  The  spectacle  of  the  NDP’s  Fair  Tax  Commission  [FTC]  reporting,  after  spending  three 
years  and  $8.2  million  studying  the  matter,  that  the  only  way  the  tax  system  could  be  made 
more  fair  was  to  make  midde-class  families  pay  more  tax. 

[9]  The  government’s  continuing  inability  or  unwillingness  to  control  the  WCB.  The  Board 
took  time  out  from  defending  its  decision  to  spend  $180  million  to  build  a  new  corporate 
HQ,  to  hit  employers  with  another  assessment  rate  increase. 

[10]  The  ongoing  denial  of  opportunity  and  hope  to  the  1.5  million  Ontarians  who  were  either 
on  welfare  or  unemployment  at  year’s  end. 

This  record  will  be  numbingly  and  depressingly  familiar  to  anyone  who  has  followed  the 
government’s  efforts  to  first  spend  its  way  out  of  the  recession  and  then  to  cope  with  the  negative 
consequences  of  that  decision. 

It  will  be  familiar  because  this  government  keeps  doing  the  same  things,  the  same  way  and  keeps 
getting  the  same  disastrous  results. 
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The  government  does  not  understand  that  tax-borrow-and-spend  policies  are  the  cause  of  its 
problems,  not  the  solution  to  them. 

The  top  two  priorities  facing  the  government  in  its  1994  budget  are  to  implement  policies  which 
will  create  jobs  while  reversing  the  dangerous  erosion  in  the  Ontario’s  financial  position. 

These  are  the  same  two  priorities  it  faced  and  failed  to  achieve  last  year.  To  avoid  repeating  that 
failure  it  must  take  some  new  directions  toward  creating  jobs  and  wealth  for  Ontarians. 

Because  the  challenges  are  the  same,  much  of  the  advice  we  offered  the  government  last  year 
remains  relevant.  However,  we  submit  our  dissent  this  year  with  a  greater  sense  of  urgency. 
Unless  the  government  fmds  the  will  and  courage  to  take  a  radical  new  policy  direction  its  legacy 
win  be  the  institutionalization  of  monumental  deficits  and  the  creation  of  a  new  economic 
underclass  in  Ontario. 


TAX  RELIEF  AND  REGULATORY  REFORM  KEYS  TO  JOB  CREATION 

Unlike  the  government  we  believe  that  the  goals  of  job  creation  and  fmancial  stability  are  linked 
because  both  depend  on  a  revival  of  private  sector  entrepreneurialism  in  Ontario. 

Even  the  government  agrees  that  private  sector  firms,  particularly  small  and  medium  sized 
enterprises  [SMEs],  have  been  and  will  remain  the  key  job  generators  in  our  economy. 

Common  sense  dictates  that  if  the  government  is  genuinely  committed  to  job  creation  it  should 
concentrate  on  policies  to  maximize  the  potential  of  SMEs  and  the  private  sector  generally  to  create 
new  employment  for  Ontarians. . 

However,  it  has  done  the  reverse  and  added  to  the  tax  and  regulatory  burden  on  the  private  sector 
through  things  like  large  and  punitive  personal  income  tax  increases,  the  corporate  minimum  tax, 
the  annual  corporate  filing  fee,  employment  equity,  unbalanced  labour  laws  and  increased  WCB 
rates.  If  one  were  to  look  at  what  the  government  did,  as  opposed  to  what  it  said  ,  then  one  would 
conclude  that  it  was  intent  on  making  it  as  difficult  and  costly  as  possible  to  create  jobs  in  our 
economy. 

In  doing  so  it  has  not  only  helped  destroy  jobs  but  has  destabilized  the  financial  position  of  the 
province  through  extremely  high  levels  of  deficit  spending. 

The  government  boasts  that  its  has  spent  $12  billion  over  the  past  three  year  to  create  or  sustain 
300,000  jobs.  At  best  this  expenditure,  of  $40,000  a  job,  has  provided  only  very  expensive, 
short  term  symptomatic  relief. 

Employment  levels  in  Ontario  remain  depressed  and  unemployment  levels  remain  inflated,  [see 
Fig.  1  &  Fig.  2],  in  part  because  the  tax  and  regulatory  policies  implemented  by  the  government 
have  discouraged  investment,  consumption  and  business  start-ups.  As  a  result,despite  the 
expenditure  of  biUions  of  tax  dollars: 

[a]  There  were  144,000  fewer  Ontarians  employed  in  1993  than  in  1990. 

[b]  In  1993  there  were,  on  average  569,000  Ontarians  on  the  unemployment  rolls 
every  month;  an  increase  of  238,000  relative  to  1990  levels. 


3 


[c]  There  were  129,000  fewer  people  employed  in  the  manufacturing  sector  in  1993 
than  in  1990  and  73,000  fewer  in  the  construction  sector. 

# 

[d]  Despite  past  and  planned  government  spending  the  unemployment  rate  in  Ontario 
wUl  remain  above  the  9%  level  through  to  1997. 

Government  spending  has  been  a  costly  non-answer  to  the  jobs  dilemma.  In  return  for  short  term 
jobs,  we  end  up  with  a  bigger  long  term  debt,  higher  debt  service  costs  and  higher  taxes. 

In  Ontario  our  provincial  debt  has  almost  doubled  during  this  government’s  term  in  office  rising 
from  $42.3  biUion  in  1990-91  to  an  estimated  $79  billion  today  [see  Fig.  3].  The  debt  currently 
represents  27.5%  of  our  GDP  [Fig.  4]  and  our  per  capita  debt  burden  of  $7,638  is  higher  than  the 
all-province  average  of  $7,329. 

In  fiscal  1993-94  our  debt  service  costs  are  running  at  about  16.3%  of  revenue  up  from  9.9%  in 
1990-91  [Fig.  5] .  This  trend  if  not  reversed  will  mean  that  more  and  more  Ontario  tax  dollars  will 
be  spent  on  interest  charges  rather  then  on  productive  programs  and  services.  In  addition,  high 
debt  loads  and  debt  service  costs  cause  uncertainty  and  make  people  unwilling  to  spend  and  invest. 

The  Ontario  experience  shows  that  government  spending,  financed  by  either  taxes  or  borrowing 
wUl  not  create  meaningful  long  term  jobs.  If  big  deficits  generated  employment  then  no  one  in  this 
province  would  be  out  of  work.  Clearly,  that  is  not  the  case. 

As  the  Committee  heard  from  the  Canadian  Bankers  Association  [CB  A]  the  government  must 
accept  that  the  end,  the  only  cost-effective  way  we  can  maintain  our  standard  of 
living,  provide  social  programs  and  offer  employment  security  to  Canadians  is  to 
unfetter  the  private  sector  and  let  it  create  jobs.” 

The  key  to  new  jobs  is  to  get  the  government  out  of  the  pockets  and  off  the  backs  of  the  private 
sector. 

The  key  to  financial  stability  is  not  more  taxes  but  more  taxpayers;  not  higher  payroU  taxes  but 
more  payrolls;  not  more  regulators  but  more  entrepreneurs. 

TAXATION 

In  this  province  unfettering  the  private  sector  to  create  jobs  wUl  require  the  restoration  of  some 
degree  of  sanity  to  our  tax  policies. 

Last  year  witnesses  before  this  Committee  pleaded  with  the  government  to  hold  the  line  on  taxes 
and  warned  that  the  effective  limits  of  taxation  had  been  reached  -  that  additional  tax  hikes  would 
not  translate  into  higher  tax  revenues. 

In  our  1993  dissenting  opinion  we  called  for  a  freeze  on  all  new  revenue  measures. 

The  government  responded  by  hitting  taxpayers  with  the  largest  single  tax  grab  in  Ontario’s 
history,  [Fig.  6],  part  of  the  $7.6  biUion  in  new  or  increased  taxes  which  have  been  levied  on 
Ontarians  through  65  tax  hikes  since  1985. 

The  negative  effect  of  high  taxes  on  our  growth  potential  cannot  be  overstated.  Every  survey  we 
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have  seen  shows  that  small  businesses  are  especially  sensitive  to  tax  loads  and  witnesses  told  the 
Committee  that  our  tax  and  regulatory  policies  have  made  Ontario  a  “less  than  hospitable”  place  for 
new  businesses  to  locate  and  create  jobs. 

The  damage,  however,  is  no  longer  limited  to  the  SME  sector.  According  to  the  CBA  the  degree  of 
uncertainty  caused  by  Ontario  government  tax  policies  is  effecting  even  large  corporations 
“particularly  after  three  years  of  new  taxes  and  tax  increases,  after  three  years  of  new  and  more 
onerous  legislative  changes,  and  as  the  spectre  of  the  introduction  of,  or  increase  in.  Workers 
Compensation  premiums  looms. 

Following  the  1993  budget  the  government  itself  seemed  to  recognize  that  it  had  pushed  taxes  to 
the  limit.  In  the  fallout  from  last  year’s  $2  bdlion  tax  hit  the  Finance  Minister  said,  “You  can  read 
my  lips  (there  will  be)  no  tax  package  similar  to  this  one. . .”  and,  “. . .  I  reaUy  believe  this  puts 
our  financial  house  in  order.” 

The  Premier  said  that  more  taxes,  “can’t  solve  the  problem”  and  that  “The  vast  majority  of  savings 
this  year  and  in  all  future  years  has  to  come  out  of  expenditure  control  and  expenditure  reduction.” 
[Ottawa  Citizen,  May  21,  1993] 

Our  comfort  level  would  be  higher  were  it  not  for  the  government’s  record  and  for  some  more 
recent  signals  from  the  Finance  Ministry. 

For  instance,  the  Finance  Minister  has  again  warned  about  a  revenue  shortfall,  he  and  his  officials 
have  spoken  about  no  “net”  increase  in  the  tax  burden  and  the  federal  initiative  to  cut  tobacco  taxes 
is  giving  him  a  nicotine  fit  which,  should  he  cut  the  Ontario  tax,  he  could  be  tempted  to  relieve  by 
increasing  some  other  levy. 

The  Canadian  Federation  of  Independent  Business  [CFEB]  noted  that  reports  suggests  that  the 
government  is  aiming  to  increase  non-tax  revenues  to  20%  of  revenue  from  the  current  level  of  9% 
of  revenue  [or  from  about  $5  bdlion  to  about  $20  billion]. 

In  addition  the  Fair  Tax  Commission  has  suggested  that  it  would  be  fairer  if  families  with  a  family 
income  of  $50,000  or  more  a  year  pay  more  taxes,  and  more  income  tax  in  particular. 

We  are  concerned  therefore  that  we  will  be  reading  something  quite  different  on  the  Finance 
Minister’s  lips  come  budget  day  than  we  did  last  spring. 

Experiences  of  the  past  year  demonstrated  that  we  have  hit  the  tax  wall.  Despite  three  successive 
revenue  grabs  totalling  $4.2  billion,  including  $3. 1  billion  in  new  taxes,  tax  revenues  this  year  are 
over  $2  billion  lower  than  in  1990  and  are  about  what  they  were  in  1989  [Fig.  7]. 

As  for  the  FTC’s  findings,  the  average  Ontario  family  has  already  seen  their  provincial  tax  bill 
increase  by  $663  annually  as  a  result  of  the  first  three  NDP  budgets  and  to  suggest  that  they  should 
pay  more  on  top  of  that  is  infuriating. 

Moreover,  as  Tim  Whitehead,  CIBC  regional  economist  noted  in  his  submission,  far  too  many  of 
the  FTC’s  recommendations,  including  the  recommendations  on  the  tax  treatment  of  retirement 
savings  and  the  income  tax,  would  discourage  savings  and  reduce  the  savings  rate. 

Mr.Whitehead  noted  that,  ‘‘On  this  count  the  evidence  from  countless  studies  is  nearly 
unanimous:  one  of  the  best  ways  to  reduce  long-term  growth  is  to  discourage 
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savings.  ” 

Any  tax  hike  at  this  point  would  be  counterproductive  and  unnecessary.  Conference  Board 
economist  Jim  Frank  told  the  Finance  Committee  that  total  direct  tax  collections  by  the  provinces 
from  personal  income  taxes  should  rise  by  12%  in  1994  compared  to  1%  in  1993  and  sales  tax 
revenues  were  expected  to  rise  by  5%.  The  Conference  Board  submission  stated,  “The  bottom 
line  is  that  1994  should  see  an  improvement  in  the  fiscal  position  of  all 
governments  in  Canada.” 

The  Finance  Minister  should  take  note  that  this  is  further  evidence,  if  any  is  needed,  that  he  does 
not  have  a  revenue  problem,  he  has  a  spending  problem.  As  shown  in  Figs.  7,8,  and  9 
government  tax  revenues  and  revenues  generally  remain  at  or  near  historic  high  levels. 

There  is  no  excuse  for  any  new  tax  or  fee  hikes  this  year. 

Recommendation  #7 

The  government  not  increase  any  taxes  ,  fees  or  charges  nor  impose  any  new 
tax  or  non-tax  revenue  measures  in  its  1994-95  budget.. 

Recommendation  #2 

The  government  reject  all  recommendations  of  the  FTC  which  would  discourage 
savings  and  reduce  the  savings  rate. 

PAYROLL  TAXES 

Payroll  taxes  were  of  particular  concern  to  a  large  number  of  witnesses  before  the  Committee  and 
should  be  of  major  concern  to  the  government  as  well  since  they  are  a  direct  tax  on  jobs. 

The  Canadian  Manufacturers’  Association  [CMA]  pointed  out  in  its  submission  that  Ontario  firms 
were  facing  a  cost  squeeze  .  .  driven  in  large  part  by  higher  costs  mandated  by  the 
government  of  Ontario.  They  are  an  important  reason  for  the  slow  growth  of 
manufacturing  jobs  here  in  Ontario.” 

The  CMA’s  figures  show  that  payroll  taxes  and  supplementary  benefits  have  increased  by  43% 
since  1989,  while  regulated  prices  have  jumped  by  28%.  By  comparison,  over  that  same  period 
selling  prices  have  increased  by  2%  and  consumer  prices  by  17%. 

According  to  Metro  Toronto  Board  of  Trade  data  the  total  annual  employer  contribution  in  payroll 
taxes  based  on  average  annual  Ontario  earnings  has  increased  by  339%  in  the  period  1980  to  1993, 
including  a  222%  increase  in  WCB  and  the  introduction  of  the  Employer  Health  Tax. 

The  average  payroll  tax  burden  has  risen  from  5.1%  in  1980  to  1 1.6%  in  1994. 

These  numbers  go  some  distance  to  explaining  why  the  Retail  Council  of  Canada  told  the 
Committee  that  government  policy  decisions,  especially  increases  in  payroll  taxes  have  been  a 
major  cause  of  overpricing  of  labour.  As  the  Council  put  it,  “Such  tax  increases  make  firms 
more  reluctant  to  hire  new  people  when  business  improves,  and  requires  them  to 
reallocate  funds  away  from  pay  and  toward  taxation.” 
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Given  the  negative  impact  of  payroll  taxes  on  employment  some  of  the  findings  of  the  FTC  on  this 
issue  are  disturbing.  Two  in  particular  deserve  comment. 

The  FTC  recommended  the  elimination  of  the  graduated  rate  for  small  businesses  under  the 
Employer  Health  Tax  [EHT]  regime  and  concluded  that,  since  the  payroll  tax  burden  in  Ontario  is 
“lighter”  than  some  of  our  international  competitors,  there  might  be  room  to  increase  payroll  taxes 
in  Ontario. 

Both  these  findings  should  be  rejected. 

With  regard  to  the  EHT,  implementation  of  the  FTC’s  recommendation  would  cost  small 
businesses  an  additional  $150  million  annually  in  payroll  taxes.  This  would  further  dampen  the 
ability  of  SMEs  to  create  new  jobs  and  could  threaten  the  jobs  of  people  already  employed  by 
SMEs. 

The  FTC’s  concern  that  the  graduated  rate  creates  a  notch  effect  in  the  tax  system  can  be  better 
addressed  by  exempting  the  fust  $400,000  in  payroll  from  the  EHT. 

The  CFTB  submission  also  found  that  the  FTC’s  conclusion  on  the  relative  level  of  payroll  taxation 
was  flawed  because  it  ignored  the  effect  of  profit-insensitive  local  taxes  which  when  added  to  the 
payroll  tax  burden  outweighed  the  burden  in  other  competing  jurisdictions. 

The  Ontario  Workers’  Compensation  Board  [WCB]  which  levies  some  of  the  highest  assessment 
rates  in  the  country  [Fig.  10]  was  singled  out  in  a  number  of  submissions  as  being  a  major  part  of 
the  payroll  tax  problem. 

In  its  brief  the  CFTB  stated,  “Ontario’s  excessively  high  WCB  payroll  taxes  are  very  much  part  of 
the  overall  tax  load  which  is  punishing  small  businesses  and  acting  as  a  disincentive  to  employment 
. . .  reform  of  the  WCB  is  necessary  to  address  the  WCB’s  unfunded  liability  of  $1 1  billion  and  to 
reduce  the  pressure  on  assessment  rates.” 

Recommendation  #3 

The  government  reject  the  FTC^s  finding  that  there  might  be  room  to  increase 
payroll  taxes  in  Ontario. 

Recommendation  #4 

The  government  reject  the  FTC’s  recommendation  to  eliminate  the  graduated  EHT 
rate  for  small  businesses  and  instead  provide  an  exemption  for  the  first  $400,000 
in  payroll. 

Recommendation  #5 

The  government  recognize  the  profound  negative  effects  of  high  WCB  assessment 
rates  on  employment  and  job  creation  and  proceed  immediately  with  a  broad  based 
reform  initiative  at  the  WCB  to  include: 

[a]  an  immediate  freeze  on  entitlements, 

[b]  a  reduction  in  benefit  levels  from  90%  to  80%  of  net  earnings. 
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[c]  replacement  of  the  political  appointees  in  the  WCB’s  management  structure 
with  a  turn-around  management  team  of  insurance  professionals, 

[d]  introduction  of  spending  controls  and  value  for  money  audits, 

[e]  a  cost-benefit  analysis  of  the  privatization  option  and  of  the  option  of 
contracting  out  certain  services  and  functions. 

THE  CMT  &  CAPITAL  TAX 

The  government  could  further  rehabilitate  Ontario’s  image  as  a  hostile  location  for  business  by 
reversing  its  decision  to  proceed  with  the  corporate  minimum  tax  [CMT]. 

Even  when  fully  implemented  the  CMT  will  only  raise  about  $100  million  annually  making  it  a 
nuisance  tax  and  one  where  the  cost  of  compliance  and  administration  will  likely  exceed  the 
revenue  yield. 

The  government’s  Fair  Tax  Commission  recommended  against  the  imposition  of  a  CMT  arguing 
that  it  would  be  more  efficient  to  eliminate  tax  preferences  than  to  impose  another  tax. 

The  government,  however,  apparently  hked  the  optics  [and  its  polling  data]  of  the  CMT  and  so 
sound  tax  policy  was  sacrificed  in  the  name  of  political  expediency. 

In  making  that  decision  however  the  government  lost  sight  of  the  fact,  as  the  CMA  reminded  the 
Committee,  .  .  that  corporations  do  not  pay  tax  as  such,  cost  burdens  are  passed 
on  to  employees  in  the  form  of  lower  wages  and  benefits,  consumers  in  the  form 
of  higher  prices  or  investors  in  the  form  of  lower  dividends.” 

Instead  of  building  new  barriers  to  investment  the  government  should  focus  on  developing  tax 
policies  which  would  encourage  businesses  to  stay  or  locate  in  Ontario  and  which  would  help 
attract  new  dollars  to  the  province.  Capital  taxes  in  particular  discourage  new  investment  and 
deserve  a  hard  look  in  terms  of  their  effect  on  our  ability  to  compete  for  foreign  capital. 

Recommendation  #6 

The  government  should  reverse  its  decision  to  impose  a  CMT  in  Ontario. 
Recommendation  #7 

The  capital  tax  should  be  made  creditable  against  corporate  income  tax. 
REGULATORY  REFORM 

The  Committee  heard  during  its  pre-budget  hearings  and  its  inquiry  into  the  underground  economy 
that  the  costs  imposed  by  government  regulation  are  just  as  damaging  for  employment  and 
economic  growth  as  the  costs  imposed  by  taxes. 

It’s  estimated  that  Canadian  businesses  spend  $50  billion  annually  to  ensure  compliance  with 
government  regulations.  That’s  a  massive  hit  on  the  bottom  line. 
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In  Ontario,  the  government’s  regulatory  policies  have  demonstrated  little  concern  for  the  bottom 
line  as  new  regulatory  regimes  have  erupted  all  over  the  economic  landscape  -  pay  equity, 
mandatory  occupational  health  and  safety  training  schemes,  employment  equity,  complex  rent 
controls,  biased  labour  laws  and  the  annual  corporate  registration  fees  -  are  some  of  the  more 
notable  new  additions  to  the  maze  that  investors  and  entrepreneurs  must  negotiate  if  they  want  to 
do  business  in  Ontario. 

The  government  must  ensure  that  the  regulatory  environment  does  not  repel  investment  and  new 
jobs  and  that  the  benefits  generated  by  the  750  to  1,000  new  regulations  it  imposes  annually 
outweigh  the  costs. 

Recommendation  #8 

As  we  recommended  last  year  the  government  of  Ontario  should  assess  any 
proposed  new  tax  or  regulation  in  terms  of  its  effects  on  the  competitiveness  of 
Ontario  firms,  on  the  cost  of  doing  business  in  the  province  and  on  its  impact  on 
employment.  To  that  end  the  government  should  review  the  Business  Impact  Test 
to  be  released  shortly  by  the  CMA  and  the  federal  government. 

Recommendation  #9 

The  government  of  Ontario  develop  and  implement  a  Citizens*  Code  of  Regulatory 
Fairness  like  the  one  adopted  by  the  federal  government  of  Canada.  As  with  the 
federal  model  the  code  should  commit  the  government  to  certain  principles 
including  to  interfere  as  little  as  possible  with  individual  freedoms  while 
protecting  the  interests  of  the  community. 

Recommendation  UlO 

The  government  of  Ontario  should  issue  the  provincial  equivalent  of  the  Federal 
Regulatory  Plan  which  would  provide  the  public,  businesses  and  other  interested 
parties  with  advance  notice  of  the  intention  of  a  ministry  of  the  government  to 
make  a  regulation  and  provide  interested  parties  with  the  opportunity  to  scrutinize 
the  regulation  to  determine  whether  it  is  necessary. 

Recommendation  #i7 

The  government  of  Ontario  should  follow  the  lead  of  the  government  of 
Newfoundland  and  appoint  an  independent  arms  length  committee  to  review  with 
government  officials  all  government  regulations  that  effect  businesses  and 
introduce  a  sunset  provision  to  come  into  effect  on  April  1,  1995  at  which  time 
all  regulations  found  by  the  committee  to  be  either  inappropriate,  irrelevant  or 
unduly  onerous  shall  expire. 

Recommendation  #12 

The  government  of  Ontario  should  eliminate  the  $50  corporate  registration  fee  as 
the  compliance  costs  are  far  greater  than  the  fee  itself. 
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Recommendation  itl3 

The  government  should  repeal  Bill  40  and  introduce  legislation  to  democratize 
the  organized  labour  movement  in  Ontario  including  requirements  for  the  broader 
use  of  the  secret  ballot. 

SPENDING  CONTROLS 

It  will  be  difficult  to  achieve  and  sustain  even  moderate  economic  and  employment  growth  at 
current  tax  and  debt  levels.  In  the  medium  term  if  Ontario  is  to  take  full  advantage  of  emerging 
opportunities  tax  rates  will  have  to  be  cut,  the  deficit  reduced,  debt  ratios  stabilized  and  regulations 
streamlined. 

That’s  a  tough  agenda  but  the  first  order  of  business  must  be  more  disciplined  management  of 
provincial  spending  which  has  increased  at  a  rate  well  in  excess  of  inflation  over  the  past  ten  years 
[Figs.  11  &  12]. 

Despite  numerous  and  substantial  tax  increases  the  gap  between  revenue  and  spending  in  the 
province,  [Fig.  13]  widened  over  time  to  the  multi-biUion  dollar  deficits  which  have  become  the 
norm  [Fig.  14]. 

Since  another  round  of  tax  hikes  is  not  an  option  in  closing  that  gap,  the  initiative  must  be  taken  on 
the  expenditure  side. 

Other  provinces  -  Alberta,  Saskatchewan,  Nova  Scotia,  Newfoundland  -  have  launched  very 
aggressive  campaigns  to  achieve  financial  balance  by  committing  to  reductions  in  government 
spending  as  high  as  20%  over  three  years. 

We  believe  a  similar  concerted  and  sustained  effort  is  required  here  in  Ontario  to  restore  some 
degree  of  financial  stability  and  to  signal  investors  and  businesses  that  Ontario  is  committed  to 
developing  a  more  supportive  fiscal  policy  environment. 

The  Management  Board  and  the  Treasury  Board  would  be  well  advised  to  review  the  12  principles 
for  a  strategy  for  expenditure  reduction  outlined  in  the  CMA  brief  to  the  Committee.  We  think  the 
CMA  model  strikes  a  good  balance  between  the  need  to  regain  control  of  public  finances  and  the 
need  to  maintain  access  to  and  the  quality  of  priority  public  services. 

Regardless  of  what  the  government  thinks  about  the  CMA  model  we  believe  the  following 
measures  are  essential  if  the  province  is  to  be  put  back  on  a  sound  financial  footing: 

Recommendation  Hid 

The  government  of  Ontario  should  adopt  a  balanced  budget  law  modelled  on  the 
type  introduced  in  New  Brunswick  and  Alberta. 

Recommendation  #15 

The  government  should  allocate  any  new  revenues  generated  by  economic  growth 
to  deficit  andlor  tax  reduction  and  not  to  program  spending. 
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At  minimum  any  reduction  in  expenditures  resulting  from  economic  growth 
should  not  be  re-allocated  to  another  spending  envelope  . 

Recommendation  #17 

To  repeat  a  recommendation  made  last  year^  the  government  establish  an  arms- 
length  Effective  Expenditure  Commission  to  examine  the  way  public  funds  are 
spent  in  Ontario  and  to  develop  a  Government  Value  Assessment  process  as  the 
basis  for  a  cost-benefit  analysis  of  government  spending  programs. 

Aside  from  these  general  measures  there  are  two  major  spending  programs  which  we  believe  the 
government  must  address  on  a  priority  basis  -  non-profit  housing  and  welfare. 

The  non-profit  housing  program  has  turned  into  black  hole  into  which  the  provincial  government 
continues  to  pump  hundreds  of  millions  of  operating  subsidy  dollars.  The  provincial  auditor’s 
review  of  the  program  in  1992  was  troubling  to  say  the  least  and  spending  on  the  program  has 
increased  36  fold  in  less  than  a  decade. 

A  shelter  allowance  system  is  a  more  affordable  and  effective  means  of  achieving  the  same  policy 
goals  and  a  moratorium  on  non-profit  units  yet  to  be  built  would  save  the  taxpayer,  at  minimum, 
$200  million  annually. 

Recommendation  #18 

A  moratorium  should  be  imposed  on  the  non-profit  housing  program. 

As  for  the  social  assistance  program,  welfare  caseloads  remain  at  an  aU  time  high  [Fig.  15]  and 
there  are  no  signs  of  any  significant  improvement  in  the  short  term. 

The  province  is  spending  about  $6.5  billion  on  welfare  in  the  1993-94  fiscal  year  and  there  is 
growing  concern  in  Ontario  and  in  other  jurisdictions  that  this  spending  is  reinforcing  an  unhealthy 
cycle  of  dependency. 

Breaking  that  cycle  will  require  the  elimination  of  disincentives  to  work  built  into  the  welfare 
program  and  better  integration  of  welfare,  unemployment  insurance  and  training  programs  as  part 
of  an  effort  to  move  people  off  the  welfare  rolls  and  onto  a  payroll. 

Last  year  we  outlined  a  range  of  measures  we  thought  were  vital  for  the  maintenence  of  the 
integrity  and  utility  of  the  Ontario  welfare  system.  While  the  government  has  taken  some  action  on 
this  front  many  of  ourrecommedations  remain  relevant. 

Recommendation  #19 

The  government  act  immediately  to  link  the  welfare  budget  to  skills  training  and 
job  creation  initiatives  and  to  improve  the  management  and  accountability  of  the 
social  assistance  system  to  reduce  the  losses  due  to  fraud  and  poor  administration 
and: 
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Act  on  the  SARC  Report  recommendation  to  link  social  assistance  to 


employment  by  using  welfare  dollars  to  finance  wage  subsidies  to 
employers  hiring  social  assistance  recipients. 

•  Implement  a  dual  income  replacement  scheme  with  the  federal 
government  to  recover  interim  welfare  moneys  from  those  waiting  to 
collect  unemployment  insurance.  Such  a  plan  could  allow  the 
province  to  recover  as  much  as  $50  million  annually. 

•  Adopt  a  law  similar  to  Quebec’s  to  beef  up  the  authority  of  welfare 
review  officers  to  conduct  welfare  fraud  inquires.  Quebec  official 
have  a  75%  success  rate  in  recovering  welfare  fraud  dollars  in  the 
5,000  cases  they  review  annually. 

•  Require  mandatory  home  visits  to  determine  and  maintain  eligibility. 

•  Instead  of  direct  deposit,  implement  a  mandatory  cheque  pick-up  and 
review  program  such  as  the  one  in  place  in  New  Brunswick.  The 
program  could  target  specific  groups  of  recipients  who  would  be 
obliged  to  report  in  person  to  have  their  files  updated. 

•  Consider  establishing  a  student  summer  employment  program  to 
increase  staff  available  to  conduct  eligibility  reviews  and  help  reduce 
seasonal  welfare  fraud. 

•  Ensure  that  any  proposed  changes  to  social  assistance  eligibility 
requirements  are  properly  and  fully  costed  before  being  implemented. 

SOCIAL  CONTRACT  AUDIT 

It  has  become  part  of  the  routine  in  these  reports  for  the  dissenters  to  ask  the  government  to  deliver 
a  clean  and  clear  set  of  books  to  the  taxpayers  and  the  Legislative  Assembly. 

The  Provincial  Auditor’s  refusal  to  endorse  the  1992-93  Public  Accounts  has  expedited  the  process 
of  clearing  away  the  underbrush  of  pre-flows,  off-book  capital  spending  and  pension  fund  jiggery- 
pokery. 

While  we  will  not  pre-judge  the  results  of  that  process  we  will  express  our  disappointment  with  the 
government’s  response  to  our  request  for  an  audit  of  the  social  contract. 

The  Finance  Minister’s  report  to  the  Committee  on  this  matter  was  far  from  satisfactory  -  a  page  of 
numbers  which  added  up  to  the  targeted  savings  -  and  far  from  independent. 

It  is  widely  recognized  and  accepted  that  there  was  a  huge  deferred  cost  component  in  the  social 
contract  and  there  is  considerable  anecdotal  evidence  that  the  savings  are  largely  illusory. 

To  deal  with  these  issues  we  recommend  that: 

Recommendation  #20 

The  Provincial  Auditor  be  directed  to  conduct  random  audits  of  the  social  contract 
sectoral  framework  agreements  and  unit  plans  to  determine  whether  or  not 
targeted  savings  are  being  achieved  and  to  assess  the  level,  if  any,  of  deferred 
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costs  generated  by  the  implementation  of  the  social  contract. 

CUTTING  THE  MISERY  INDEX 

Last  year  we  said  that  in  the  absence  of  radical  measures  the  government  would  condemn  the 
province  to  a  future  “with  fewer  jobs,  less  investment,  more  debt  and  higher  taxes”  -  one  year  of 
that  future  is  already  in  the  past. 

We  don’t  need  another  year.  The  unemployed  workers  in  this  province  don’t  want  1994  to  be  like 
1993.  The  taxpayers  don’t  want  the  1994  budget  to  be  like  the  1993  budget.  No  one  wants  the 
government  to  keep  doing  the  same  old  thing  and  getting  the  same  old  results. 

People  want  Ontario’s  misery  index  -  the  number  of  unemployed,  the  number  on  welfare  and  the 
number  of  tax  hikes  -  reduced. 

We  are  convinced  that  we  will  only  get  that  index  down  by  first  getting  government  out  of  the  way, 
out  of  the  pockets  and  off  the  backs  of  Ontario’s  workers,  consumers,  investors  and  business 
people. 

The  recommendations  in  this  dissenting  opinion  would,  if  implemented,  move  us  some  distance 
toward  that  goal. 

Even  if  the  government  does  not  act  on  any  of  these  recommendations,  all  is  not  lost.  We  know 
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